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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 


We  have  examined  the  balance  sheet  of  the  Western  Montana  College  as 
of  June  30,  1973,  and  related  statements  of  operation  as  listed  in  the  table 
of  contents  of  this  report  for  the  year  then  ended.   Our  examination  was 
made  in  accordance  with  generally  accepted  auditing  standards  and  with  the 
audit  requirements  set  forth  in  the  applicable  audit  guides  issued  by  the 
Department  of  Health,  Education  and  Welfare  for  audits  of  National  Defense 
Student  Loan  Funds,  Economic  Opportunity  Grants,  and  College  Work  Study 
Programs,  and  accordingly  included  such  tests  of  the  accounting  records  and 
such  other  auditing  procedures  as  we  considered  necessary  in  the  circumstances, 
except  as  indicated  in  the  following  paragraphs. 

Our  tests  of  historical  costs  relating  to  investment  in  physical  plant 
and  fixed  assets  were  limited  to  a  review  of  activity  for  the  year  ended 
June  30,  1973,  and  did  not  include  a  review  of  balances  accumulated  prior 
to  fiscal  year  1972-73.   Accordingly,  we  do  not  express  an  opinion  as  to  the 
investment  in  these  assets.   However,  in  our  tests  of  current  year  transactions 
we  noted  that  the  college  does  not  delete  from  its  records  items  which  are  no 
longer  in  its  possession,  and  no  physical  inventory  has  been  taken  within  the 
last  12  years  to  provide  assurance  that  the  fixed  assets  reported  are  actually 
in  its  possession.   The  amounts  by  which  the  financial  statements  would  change 
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if  fixed  assets  were  properly  accounted  for  cannot  practicably  be  determined 
by  us. 

The  college  did  not  report  accounts  receivable  at  June  30,  1973,  and  the 
dollar  amounts  of  these  assets  cannot  be  determined.   Accounts  payable  and 
accrued  expenses  were  not  reported  by  the  college  at  June  30,  1973.   The 
amounts  of  these  liabilities  cannot  practicably  be  determined  by  us.   The 
college's  failure  to  report  these  assets  and  liabilities  in  its  financial 
statements  is  at  variance  with  generally  accepted  accounting  principles. 

The  college  did  not  present  a  statement  of  changes  in  fund  balances  cr 
a  statement  of  current  funds  revenues,  expenditures,  and  other  changes,  as 
required  by  generally  accepted  reporting  standards  for  colleges  and  univer- 
sities. 

Accounting  policies  used  by  the  college  are  not  disclosed  in  the  financial 
statements  or  in  notes  thereto.   Additional  deficiencies  in  reporting  dis- 
closure are  described  on  page  19  of  the  accompanying  report. 

In  our  opinion,  except  for  the  effect  of  the  matters  referred  to  in  the 
preceding  paragraphs,  the  aforementioned  financial  statements  present  fairly 
the  financial  position  of  Western  Montana  College  at  June  30,  1973,  and  the 
results  of  its  operations  for  the  year  then  ended  in  conformity  with  generally 
accepted  accounting  principles  applied  on  a  basis  consistent  with  that  of  the 
preceding  year. 
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COMMENTS 
GENERAL 

Western  Montana  College  was  established  at  Dillon  by  the  Third  Legisla- 
tive Assembly  in  1893.   It  was  initially  called  the  State  Normal  School  at 
Dillon,  and  in  1965  the  name  was  changed  through  legislation  to  Western 
Montana  College.   The  college  has  been  primarily  oriented  since  its  inception 
toward  the  training  and  education  of  elementary  and  secondary  teaching  person- 
nel.  Initially,  the  college  offered  a  basic  two-year  program  in  education. 
In  1931,  the  State  Board  of  Education  approved  a  four-year  course  and  a 
Bachelor  of  Education  degree.   Since  that  time,  additional  degrees  have  been 
authorized,  including  Bachelor  of  Science  in  Secondary  Education,  Master  of 
Science  in  Education,  Bachelor  of  Arts  in  History  and  English,  and  Associate 
of  Arts  and  Science  degrees. 

The  college  is  under  the  general  control  and  supervision  of  the  eight-member 
Board  of  Regents  of  Higher  Education.   A  local  three-member  executive  board 
is  appointed  by  the  governor;  however,  this  board  is  only  advisory  in  nature. 

The  original  campus  is  located  on  ten  acres  of  land  which  were  deeded 
to  the  college  by  Philip  H.  Poindexter  and  William  C.  and  Rachel  Orr  in 
December,  1894.   The  ground  was  deeded  "in  Trust  for  the  use  and  benefit  of 
the  State  Normal  School  of  the  State  of  Montana."  Most  of  the  college  buildings 
are  located  on  the  original  ten  acres,  but  the  college  has  since  purchased 
property  which  increased  the  total  property  ownership  to  34  acres. 

The  primary  sources  of  revenue  to  operate  the  college  come  from  the 
state's  General  Fund  and  University  Millage  accounts.   Revenue  is  also  generated 
from  student  fees,  land  grant  income,  and  auxiliary  enterprise  operations. 
The  nature  and  extent  of  the  revenue  from  these  various  sources  are  depicted 
in  the  exhibits  which  are  presented  in  the  style  and  format  unique  to  higher 
education.   The  following  summarizes  state  appropriations  during  recent  years: 
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General 

Student 

Fund 

Fees 

Millage 

1289,718 

$179,301 

$224,325 

298,451 

199,629 

274,347 

550,821 

188,128 

219,796 

655,075 

229,953 

235,445 

680,000 

245,507 

278,752 

735,000 

236,157 

265,000 

713,640 

280,160 

280,000 

713,640 

231,882 

290,000 

805,263 

175,194 

257,331 

WESTERN  MONTANA  COLLEGE 

FUNDING  OF  EXPENDITURES 

June  30,  1973 


Year 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 

1974 

The  college  is  one  of  the  smaller  units  of  the  six-unit  university  system  in 
terms  of  expenditures,  faculty,  and  student  enrollment.   The  faculty  consisted 
of  45  members  during  fiscal  year  1972-73.   Recent  student  enrollment  trends 
are  as  follows: 

Full  Time  Equivalent 
Fiscal  Year  Student  Enrollment 

1973-74  721 

1972-73  931 

1971-72  1,086 

1970-71  1,224 

1969-70  1,252 

1968-69  1,145 

1967-68  1,055 

1966-67  1,022 
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CONSTITUTIONAL  STATUS 

Throughout  our  examination  of  the  various  units  of  the  university  system 
the  question  of  university  autonomy  has  arisen.   Basically,  the  question  of 
autonomy  pertains  to  the  extent  to  which  the  units  of  the  university  system 
are  subject  to  the  actions  of  the  legislative  assembly. 

Prior  to  July  1,  1973,  Article  XI,  Section  11,  Constitution  of  Montana, 

provided  in  part: 

"The  general  control  and  supervision  of  the  state  university  and 
the  various  other  state  educational  institutions  shall  be  vested 
in  a  state  board  of  education,  whose  powers  and  duties  shall  be 
prescribed  and  regulated  by  law." 

Pursuant  to  this  provision  and  court  decisions  interpreting  it,  there 
was  no  question  that  the  legislature  could  exercise  complete  control  over  the 
university  system.   The  legislature  has  exercised  final  authority  over  the 
supervision,  coordination  and  management  of  the  system  in  the  past  through 
legislative  enactments  in  the  area  of  budgeting  requirements,  appropriation 
measures,  personnel  benefits,  etc. 

On  July  1,  1973,  Montana's  new  constitution  became  effective,  replacing 

in  its  entirety  the  prior  constitutional  provisions  relating  to  the  control 

of  the  university  system.   The  Constitution  of  Montana  now  provides  in 

Article  X,  Section  9(2) (a),  that: 

"The  government  and  control  of  the  Montana  university  system  is 
vested  in  a  board  of  regents  of  higher  education  which  shall  have 
full  power,  responsibility,  and  authority  to  supervise,  coordinate, 
manage  and  control  the  Montana  university  system  and  shall  super- 
vise and  coordinate  other  public  educational  institutions  assigned 
by  law." 

In  contrast  to  the  foregoing  constitutional  provision,  Article  VIII, 

Section  12,  of  the  Constitution,  requires  that: 

"The  legislature  shall  by  law  insure  strict  accountability  of 
all  revenue  received  and  money  spent  by  the  state.  ..." 
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Pursuant  to  the  foregoing  constitutional  provisions,  the  Board  of  Regents 
have  certain  authority  and  responsibility  over  the  university  system  and  the 
legislature  has  certain  authority  and  responsibility  over  the  revenue  and 
expenditures  of  state  agencies.   The  issue  is  whether  the  legislature,  by 
statutory  enactment,  may  regulate  deposit  of  university  revenues,  expenditure 
of  university  funds,  travel  expenses,  employee  benefits,  accounting  system, 
property  management,  and  other  matters  relating  to  the  operation  of  the 
university  system.   This  issue  has  not  been  resolved  and  has  been  a  matter 
of  controversy. 

Ordinarily,  the  audits  which  wa  perform  focus  on  several  aspects  of  an 
agency's  operation,  including  agency  compliance  with  relevant  laws.   In  the 
case  of  the  university  system,  however,  the  relevancy  of  the  laws  is  unclear. 
Consequently,  we  have  requested  an  opinion  from  the  Attorney  General  seeking 
clarification  as  to  whether  the  university  must  presently  comply  with  laws 
from  which  they  are  not  specifically  exempted. 
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COLLEGE  ACCOUNTING  AND  THE  STATEWIDE  BUDGETING  AND  ACCOUNTING  SYSTEM 

The  Department  of  Administration  has  developed  the  Statewide  Budgeting 
and  Accounting  System  (SBAS)  which  is  presently  the  required  accounting  system 
for  all  state  agencies  except  the  university  system.   The  Department  of  Administra- 
tion exempted  the  university  system  from  exclusive  use  of  the  SBAS  becau 
it  could  not  provide  financial  information  and  reports  in  accordance  with  the 
fund  accounting  system  desired  by  the  university  units.   Consequently,  some  of 
the  college's  financial  transactions  presently  are  recorded  in  two  accounting 
systems,  the  SBAS  and  the  college's  own  accounting  system. 

Moneys  at  the  university  units  are  generally  categorized  as  either 
"state"  money  or  "local"  money.   In  practice,  "state"  moneys  consist  of  the 
moneys  traditionally  deposited  in  the  state  treasury  and  appropriated  by  the 
legislative  assembly  from  sources  such  as  the  General  Fund  and  Earmarked  Revenue 
Fund.   In  contrast,  "local"  moneys  consist  of  all  other  moneys  available  for 
use  by  the  university  units  from  a  number  of  sources,  such  as  interest  income, 
reimbursements  of  costs,  the  incidental  sale  of  goods  and  services,  and  auxiliary 
enterprises.   The  two  major  differences  between  state  and  local  moneys  are  that 
(1)  state  moneys  are  deposited  or  at  least  pass  through  the  state  treasury 
whereas  local  moneys  do  not,  and  (2)  state  moneys  are  correlated  with  a  legisla- 
tive appropriation  whereas  local  moneys  are  not.  These  differences  are  evidently 
not  the  result  of  a  deliberate  legislative  or  executive  plan  or  design,  but 
rather  appear  to  be  the  result  of  years  of  tradition  unique  to  the  university 
system.   Consequently,  some  moneys  pass  through  the  state  treasury  and  are 
appropriated,  while  other  moneys  are  neither  deposited  in  the  state  treasury 
nor  appropriated. 

Basically,  only  transactions  involving  state  moneys  are  recorded  in  SBAS. 
Transactions  involving  local  moneys  are  not  recorded  in  SBAS.   All  of  the 
college's  financial  transactions  are  recorded  in  the  college's  accounting 
system.   Essentially  then  the  college's  system  provides  full  reporting 
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but  only  about  one-half  of  the  college's  financial  activity  is  reported 
in  SBAS.   During  fiscal  year  1972-73  expenditures  reported  in  the  college's 
accounting  system  were  about  $2,250,000  while  the  expenditures  reported  in 
SBAS  were  about  $1,408,000  or  approximately  60  per  cent  of  the  actual  total 
expenditures . 

Generally,  accounting  systems  are  intended  to  provide  management  and 
other  interested  parties  with  accurate,  relevant,  and  timely  information  for 
decision-making  purposes.   Because  different  types  of  organizations  and 
different  managers  need  different  types  of  information,  not  all  accounting 
systems  are,  or  should  be,  the  same.   However,  over  the  years  a  set  of 
generally  accepted  accounting  principles  has  been  developed  and  is  used  by 
most  businesses.   Similarly,  to  meet  the  special  needs  of  governmental 
organizations,  a  set  of  generally  accepted  accounting  principles  for  govern- 
mental organizations  has  been  developed  and  is  generally  followed  by  most 
governmental  units  in  the  United  States .   Due  to  variety  of  funding  sources 
available  to  universities  and  outside  limitations  imposed  on  the  use  of  some 
funds,  present  accounting  needs  of  universities  vary  somewhat  from  the  needs 
of  other  governmental  organizations.   The  American  Council  on  Education  (ACE) 
has  developed  and  recommended  a  fund  accounting  system  for  colleges  and 
universities   (College  and  University  Business  Administration,  1968) • 
In  addition,  the  American  Institute  of  Certified  Public  Accountants  (AICPA) 
has  recommended  that  a  fund  accounting  system  substantially  the  same  as 
that  recommended  by  the  ACE  be  implemented  by  colleges  and  universities 
for  fiscal  years  beginning  after  June  30,  1973,  (Audits  of  Colleges  and 
Universities).   Many  colleges  and  universities  had  already  implemented  the 
system  recommended  by  the  ACE  and  the  AICPA  recommendation  will  probably  result 
in  near  universal  use  of  its  system.   The  accounting  system  used  by  the  college 
was  intended  to  conform  with  the  fund  accounting  system  recommended  by  ACE. 
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SBAS  was  not  developed  specifically  for  universities  and  consequently, 
is  not  the  same  as  the  accounting  system  recommended  by  the  ACE  or  the  AICPA. 
In  addition,  SBAS  does  not  presently  have  the  capability  to  provide  information 
of  the  type  or  in  the  format  recommended  for  colleges  and  universities  and 
desired  by  the  state  university  system.   However,  this  does  not  mean  that  SBAS 
could  not  be  modified  or  a  sub-system  designed  to  accommodate  the  university 
and  college  needs.  Recently  the  staff  director  for  the  Commission  on  Post- 
econdary  Education  requested  comments  from  the  Department  of  Administration 
and  the  Commissioner  of  Higher  Education  regarding  SBAS  utilization  by  the 
university  system.   One  of  the  conclusions  in  the  Department  of  Administration's 
response  was  that  SBAS  is  comprehensive  and  flexible  enough  to  accommodate  most 
of  the  university's  needs  with  slight  modifications,  and  that  new  sub-systems 
could  be  designed  to  meet  specific  university  requirements  whenever  the 
basic  system  cannot  readily  provide  the  needed  information. 

Another  factor  bearing  on  the  accounting  system  used  by  the  university 
system  is  the  question  of  university  autonomy  (see  discussion  on  page  5) . 
If  it  is  determined  that  the  university  system  must  comply  with  state  fiscal 
laws  and  regulations,   all  moneys  will  have  to  be  deposited  in  the  state 
treasury  pursuant  to  Sections  79-201,  306,  and  601,  R.C.M.  1947.   As  . 
practical  matter,  deposit  of  all  university  moneys  in  the  state  treasury  would 
automatically  place  the  university  system  on  SBAS.   If  SBAS  were  not 
modified  to  provide  information  in  the  method  desired  by  the  universities,  they 
would  probably  retain  their  existing  accounting  systems,  and  thus  enlarge  the 
existing  duplication. 

There  appears  to  be  no  reason  why  SBAS  could  not  be  modified  or  expanded 
to  meet  the  needs  of  the  university  system.   On  the  other  hand,  there  appears 
to  be  no  reason  why  the  university's  accounting  system,  maintained  outside 
SBAS,  could  not  be  modified  to  satisfy  legislative  needs.   I'aintenance  of 
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two  independent  systems  appears  to  be  an  unnecessary  duplication,  and  the 
question  of  whether  the  university  system's  accounting  records  should  be 
maintained  within  or  outside  SBAS  needs  to  be  resolved.   Regardless  of 
whether  or  not  SBAS  is  used,  the  accounting  system  used  must  provide  accurate, 
relevant,  and  timely  information  to  both  the  legislature  and  the  university 
system. 

The  problem  is  further  complicated  at  the  college  because  of  the  fact 
that  the  college  accounting  system  is  basically  a  semi-automated  rather  than 
automated  system.   As  budgetary  and  legislative  information  needs  increase, 
the  semi-manual  system  becomes  increasingly  inadequate.   Consequently,  the 
college  is  faced  with  a  need  for  greater  automation  of  its  accounting  s\stem. 
A  similar  need  faces  Northern  Montana  College  and  will  eventually  face  the 
community  colleges,  particularly  as  they  become  more  involved  with  the  system 
of  higher  education  in  the  state.   These  needs,  combined  with  eventual  full 
implementation  of  the  ACE  and  AICPA  requirements,  would  seem  to  dictate  greater 
use  of  a  central  automated  system  either  within  the  university  system  itself 
or  within  SBAS.  These  factors,  combined  with  the  fact  that  the  Department 
of  Administration  believes  that  SBAS  can  meet  the  accounting  needs  of  the 
university  units,  would  seem  to  make  it  appropriate  that  a  pilot  system  be 
explored. 

The  Department  of  Administration  and  the  college  should  confer  to  design 
an  accounting  system  for  the  college  within  SBAS.   An  effort  such  as  this 
would  definitize  the  problems  and  resolve  the  question  as  to  whether  SBAS 
can  provide  the  services  required  by  the  university  system. 

RECOMMENDATION 

We  recommend  that  the  college  consult  with  the  Department  of 
Administration  in  order  to  devise  an  accounting  system  for 
the  college  within  the  Statewide  Accounting  and  Budgeting 
System. 


INVESTMENT  OF  COLLEGE  FUNDS 

The  investment  program  of  the  college  is  ineffective.   A  large  amount  of 
money  is  uninvested,  and  the  investments  made  are  mediocre  insofar  as  interest 
return  is  concerned.   The  college  has  not  used  the  investment  services  of  the 
State  Board  of  Investments,  but  rather  has  carried  out  its  own  investment 
program. 

Investments  at  the  college  are  made  by  the  business  office.   During  fiscal 
year  1972-73,  the  college's  investments  consisted  of  a  $40,000  certificate  of 
deposit  yielding  interest  of  5  percent  and  $17,000  in  savings  deposits  yield- 
ing 4-1/2  percent  interest.   Also,  during  the  year,  average  cash  balances  in 
excess  of  $200,000  were  held  by  the  college  in  local  checking  accounts. 

The  college  has  not  used  the  services  of  the  State  Board  of  Investments 
even  though  since  July,  1973,  various  constitutional  and  statutory  provisions 
require  that  the  college  investment  program  be  operated  by  the  State  Board 
of  Investments.   Article  X,  Section  10  of  the  Constitution  of  the  State  of 
Montana,  provides  that  the  various  funds  of  the  Montana  university  system 
shall  be  invested  under  such  regulations  as  may  be  provided  by  law.   Another 
requirement  of  the  Constitution,  Article  VIII,  Section  13,  is  that  the  legis- 
lature shall  provide  for  a  unified  investment  program  for  public  funds.   In- 
cluded in  this  section  are  specific  provisions  as  to  how  the  public  school 
funds,  the  permanent  funds  of  the  Montana  university  system,  and  all  other 
state  institutions  of  learning  shall  be  safely  and  conservatively  invested. 

Pursuant  to  the  constitutional  provisions,  Section  82A-204,  R.C.M.  1947, 
stipulates  that  "The  board  of  investments  has  the  sole  authority  to  invest 
state  funds.   No  other  agency  may  invest  state  funds."   In  this  connection, 
Section  79-309,  R.C.M.  1947,  provides  authority  for  the  Board  of  Investments 
to  establish  and  operate  a  pooled  investment  program  encompassing  the  moneys 
of  the  college  and  other  university  units. 
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In  accordance  with  the  foregoing  constitutional  and  statutory  provisions, 
the  board  of  investments  established  a  short-term  investment  pool.   This 
investment  pool  commenced  operation  on  July  1,  1973,  and  has  produced  invest- 
ment returns  significantly  larger  than  those  realized  by  the  college.   Initially 
the  investment  return  on  the  pooled  investments  averaged  11  percent.   In 
November,  1973,  the  average  rate  was  8-3/4  percent  and,  at  the  present  time, 
the  interest  rate  on  the  short-term  investment  pool  is  averaging  about  9-1/2 
percent. 

Irrespective  of  the  constitutional  and  statutory  provisions  requiring  that 
college  investments  be  handled  by  the  Board  of  Investments,  the  Board  of  Invest- 
ments can  offer  the  college  higher  investment  returns  and  full-time  investment 
expertise  much  greater  than  that  presently  utilized  by  the  college.   In  this 
regard,  the  Board  of  Regents  (Board  item  1-001-R0773,  July  9,  1973)  have  endorsed 
the  services  of  the  Board  of  Investments. 

RECOMMENDATION 

We  recommend  that  the  college  consult  with  the  state  Board  of 
Investments  to  establish  an  investment  program  for  the  college. 
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CONTROL  OVER  CASH 

Inasmuch  as  the  college  collects  money  from  numerous  sources  as  a  part 
of  its  routine  operation,  the  handling  of  checks,  coins,  and  currency  is  a 
common  process.   There  are  several  areas  where  procedural  changes  are  wa.  ranted 
to  strengthen  control  over  cash. 
Cash  On  Hand 

The  business  office  maintains  cash  on  hand  of  $2,000  to  $3,000  to  cash 
checks  presented  by  students  and  employees.   The  records  underlying  this  cash 
included  reconciliations  which  showed  that  part  of  the  cash  on  hand  was  temo- 
rarily  loaned  to  employees  of  the  college.   The  loans  were  secured  by  employee 
personal  checks  which  the  business  office  held  until  the  money  was  repaid. 

On  June  30,  1973,  we  noted  employees'  personal  checks  amounting  to  $740 
being  held  by  the  cashier.  The  college  does  not  have  legal  authority  to  loan 
money  in  this  manner,  and  this  practice  weakens  control  over  cash.   Loans 
should  not  be  made  to  individuals  from  this  cash  source,  and  checks  presented 
by  students  and  employees  should  be  deposited  as  soon  as  practicable. 

RECOMMENDATION 

We  recommend  that  the  college  discontinue   the  practice  of  making 

temporary  loans  to  employees  from  cash  on  hand  and  deposit  all 

checks  as  soon  as  practicable. 

Returned  Checks 

The  college  cash  receipts  book  shows  that  57  checks  were  returned  by 
banks  to  the  college  during  fiscal  year  ended  June  30,  1973  because  of 


•13- 


non-sufficient  funds.   Checks  returned  by  banks  due  to  non-sufficient  funds 
are  not  recognized  nor  accounted  for  in  the  college  accounting  records. 

Accounts  receivable  should  be  established  in  the  accounting  records  when 
checks  are  returned  by  banks  and  maintained  until  such  time  as  collection  or 
other  disposition  of  the  returned  checks  is  made.   The  accounts  receivable 
should  include  not  only  the  amount  of  the  returned  check  but  the  assessed 
penalty  fee  as  well. 

RECOMMENDATION 

We  recommend  that  the  college  establish  accounts  -receivable  records 
to  account  for  and  control  checks  returned  by  banks. 

Collateral  Pledged  by  Depositories 

Section  79-301,  R.C.M.  1947,  requires  that  banks  receiving  public  moneys 
for  deposit  pledge  securities  as  collateral  in  an  amount  in  excess  of  the 
amount  of  the  deposits.   The  purpose  of  this  provision  is  to  insure  the  state 
against  potential  loss  of  deposited  moneys. 

We  noted  several  instances  when  the  collateral  pledged  as  security  was 
insufficient  to  meet  the  required  amounts  in  two  of  the  local  checking  accounts 
The  deficiencies  ranged  to  $82,000  in  -the  larger  checking  account  and  $25,000 
in  the  smaller  checking  account.   The  larger  account  was  deficient  99  days 
during  fiscal  year  1972-73.   In  addition  to  these  accounts,  the  college  had 
a  certificate  of  deposit  which  was  also  deficient  of  pledged  collateral  as 
required  by  the  above  statutory  provision. 


Ordinarily  the  responsibility  of  insuring  that  state  moneys  in  banks 
are  properly  collateralized  is  carried  out  by  the  state  treasurer.   In  the 
case  of  the  college,  however,  the  state  treasurer  is  unaware  of  the  amount 
of  money  deposited  in  the  bank  by  the  college.   As  mentioned  previously, 
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the  college  maintains  local  moneys  in  a  local  bank  account.   This  account 
is  outside  the  purview  of  the  state  treasurer;  consequently,  the  state 
treasurer  has  no  routine  means  of  determining  the  amount  of  money  on  deposit 
or  the  extent  to  which  it  is  collateralized. 

The  statutory  requirement  for  collateralization  pertains  to  all  public 
moneys.  Accordingly,  the  college  should  establish  procedures  to  insure  that 
its  deposits  are  properly  collateralized. 

RECOMMENDATION 

We  recommend  that  the  college  establish  procedures  to  insure  that 
the  college  deposits  in  local  bank  accounts  are  properly  collateral- 
ized as  required  by  Section  79-301,   R.C.M.    1947. 

Deferred  Student  Fees 

In  September  1972,  the  Board  of  Regents  established  (Board  item  3-004-R1273) 
a  policy  allowing  the  university  units  to  defer  the  payment  of  student  fees. 
The  policy  is  intended  to  allow  students  to  pay  their  fees  over  an  extended 


period  rather  than  all  at  once,  as  was  previously  the  custom. 

The  policy  stipulates  that  (a)  at  least  one-third  (1/3)  of  the  total 
fee  is  paid  at  the  time  of  enrollment,  and  (b)  another  one-third  (1/3)  is 
to  be  paid  within  30  days,  with  the  final  one-third  (1/3)  to  be  paid  within 
60  days  of  enrollment.   There  are  a  number  of  areas  where  weaknesses  exist 
in  the  implementation  of  this  policy  by  the  college. 
Deferred  Payment  Service  Charges 

The  Board  of  Regents  policy  allowing  the  college  to  defer  fees  (Board  item 
3-004-R1273)   states  that  "an  administrative  charge  shall  be  levied  in  an 
amount  of  $5  per  quarter."  The  college  has  been  assessing  the  charge  in 
accordance  with  the  board  item,  but  the  moneys  generated  have  not  been  trans- 
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f erred  to  the  state  treasury.  Although  the  student  fees  themselves  are  de- 
posited In  the  state  treasury,  the  associated  service  charges  are  not,  but 
rather  money  derived  from  the  service  charges  is  held  in  a  local  bank  account, 

Inasmuch  as  the  money  from  these  service  charges  is  derived  from  student 
fees,  it  should  also  be  transferred  to  the  student  fee  account  in  the  state 
treasury  and  expended  through  legislative  appropriation. 

RECOMMENDATION 

We  recommend  that  the  college  deposit  revenue  generated  from  deferred 

payment  services  charges  in  the  student  fee  account  in  the  state 

treasury. 

Deferred  Fee  Collections 

The  policy  established  by  the  Board  of  Regents  expressly  stipulates  that 
the  full  amount  of  the  deferred  fees  is  to  be  paid  within  60  days  of  the  date 
of  enrollment.  This  being  the  case,  theoretically  all  deferred  fees  should 
be  collected  by  the  end  of  each  academic  quarter. 

The  college  has  not  complied  with  the  collection  policy.   On  June  30, 
1973,  $5,571  in  deferred  student  fees  remained  uncollected,  even  though  the 
60-day  time  period  had  elapsed. 

Business  office  personnel  advised  us  that  the  $5,571  in  deferred  fees 
were  not  collected  because  some  students  did  not  have  sufficient  money  to 
make  the  time  payments  as  stipulated  by  the  board  policy.   Consequently  ,  the 
college  deferred  collection  of  the  fees  an  additional  period  of  time. 

The  deferred  fee  collection  policy  was  established  for  the  convenience 
of  the  students.   In  those  instances  where  students  do  not  have  the  resources 
to  pay  their  fees,  deferred  or  otherwise,  the  business  office  should  refer 
the  students  to  the  financial  aids  office.   The  financial  aids  office  should 
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evaluate  the  student's  financial  needs  and  seek  to  provide  financial  aid 
under  an  appropriate  student  aid  program.   The  college  has  student  aid  programs 
available,  such  as  federal  grants,  federal  funded  loans,  and  a  short-term 
college  loan.   With  these  resources  available,  the  college  should  not  defer 
student  fees  in  excess  of  the  time  frame  established  by  the  Board  of  Regents. 

RECOMMENDATION 

We  recommend  that  the  college: 

1.  Discontinue  deferring  student  fee  collections  for 
periods  in  excess  of  Board  of  Regents  policy. 

2.  Refer  students  who  are  unable  to  make  deferred  payments 
to  the  financial  aids  office. 

Accounts  Receivable 
Although  the  college  defers  the  collection  of  student  fees,  the  fact  that 
fees  have  been  deferred  is  not  recognized  in  the  college  accounting  system. 
The  college  does  not  have  accounts  receivable  recorded  in  the  accounting  records 
for  the  $16,859  of  student  fees  deferred  at  June  30,  1973.   In  fact,  the 


college  has  no  control  records  over  the  amount  of  student  fees  which  have 
been  deferred. 

We  were  advised  by  business  office  personnel  that  some  students  owed 
the  college  moneys  for  past  student  fees.   We  were  also  advised  that  the 
college  did  not  have  a  control  record  showing  the  total  amount.   We  noted 
that  the  college  financial  records  did  not  reflect  accounts  receivable  in 
this  area.   Because  of  this,  we  requested  the  business  office  to  provide  us 
with  a  figure  representing  the  unreported  accounts  receivable  on  June  30, 
1973.   As  a  result,  we  were  informed  that  the  amount  not  reflected  on 
June  30  was  $16,859.   Because  of  the  lack  of  control,  we  were  unable  to 
verify  the  validity  of  this  figure. 
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RECOMMENDATION 

We  recommend  that  the  college: 

1.  Establish  acceptable  accounting  control  over  accounts 
receivable . 

2.  Reflect  accounts  receivable  on  the  financial  statements. 
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ACCOUNTING  AND  REPORTING  PROCEDURES 

Accounting  and  reporting  procedures  govern  the  manner  in  which  the  finan- 
cial transactions  of  the  college  are  recorded  and  depicted  in  the  financial 
records  of  the  college.   The  procedures  consist  of  the  various  techniques, 
formats,  and  systems  used  to  record  financial  transactions.   In  the  case  of 
the  college,  as  well  as  other  university  units,  they  are  based  upon  generally 
accepted  accounting  practices  and  the  general  and  specific  guidance  provided 
by  two  documents,  College  and  University  Business  Administration  (CUBA)  published 
by  the  American  Council  on  Education,  and  Audits  of  Colleges  anH  Universities 
(AICPA  Guide)  published  by  the  American  Institute  of  Certified  Public  Account- 
ants. 

Based  upon  the  foregoing  documents  and  other  criteria,  there  are  a  number 
of  areas  where  changes  in  the  college's  accounting  procedures  are  warranted. 
Financial  Statement  Disclosure 

The  financial  statements  prepared  by  the  college  at  June  30,  1973,  and 
included  at  the  back  of  this  report,  are  inadequate.   They  do  not  meet 


the  criteria  specified  by  CUBA  and  the  AICPA  guide  and,  in  a  number  of  instances, 
contradict  generally  accepted  accounting  practices  and  reporting  standards. 
These  deficiencies  are  summarized  below  in  four  categories. 

I.  The  basic  financial  statements  for  colleges  and  universities 
are  the  balance  sheet,  statement  of  changes  in  fund  balances, 
and  statement  of  current  funds  revenues,  expenditures,  and 
other  changes. 

The  college  calls  its  statement  of  Current  Funds  Revenue,  etc., 
"Summary  of  Operations,"  and  this  statement  does  not  follow 
reporting  guidelines. 
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The  college  has  no  statement  of  changes  in  fund  balance.   Such 
a  statement  should  be  presented  in  columnar  format  and  should 
separately  disclose  transfers  between  funds. 
II.   Generally  accepted  reporting  standards  require  disclosure  of 
significant  accounting  policies.   The  college's  financial 
statements  do  not  provide  such  a  description. 

Examples  of  practices  and  policies  which  should  be  disclosed 
are  timing  of  income  and  expense  recognition,  valuation  of 
property,  and  valuation  reserves  for  loans. 
III.   The  following  should  be  accounted  for  in  accordance  with 
generally  accepted  accounting  principles  but  are  not. 
A.   Accounts  payable  are  not  reported  on  the  balance  sheet. 


B.  Most  of  a  summer .school  session  is  held  after  June  30. 
Because  of  this,  the  tuition  income  and  related  expenses 
should  be  deferred  to  the  subsequent  year.   The  college 
does  not  report  deferred  income  or  expenses. 

C.  Restricted  income  is  not  reported  separately  from  un- 
restricted income.   Similarly,  restricted  assets  and 
restricted  portions  of  fund  balances  are  not  reported. 

A  specific  example  of  this  is  the  portion  of  the  student 
loan  fund  refundable  to  the  U.  S.  Government  in  the 
National  Direct  Student  Loan  program. 

D.  Daily  transactions  for  agency  accounts  such  as  the  student 
year-book  and  newspaper,  student  activity  funds,  etc.,  are 
not  part  of  the  school's  operations  and  should  not  be 
reported  as  college  transactions  in  the  financial  statements 
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Balances  handled  by  the  college  for  agency  accounts  such  as 
bookstore  assets  should  be  identified  as  agency  assets  and 
shown  in  the  college  financial  statements. 

E.  Accounts  receivable  are  not  recorded  in  the  financial 
statements. 

F.  The  library  books  should  be  separately  reported  in  the 
college  financial  statements  instead  of  being  included 
with  equipment,  and  land  should  be  shown  separately  from 
buildings.   The  financial  statements  should  disclose  the 
fact  that  the  State  Department  of  Lands  holds  title  to 
lands  which  produce  substantial  income  to  the  college. 

IV.   Other  factors  which  should  be  disclosed: 

A.   Primary  financial  statements  (the  balance  sheet,  statement 


of  changes  in  fund  balances,  etc.)  should  be  segregated 
from  supplementary  information  and  each  should  be  appro- 
priately identified. 

B.  The  school's  retirement  plan  and  the  school's  commitment 

to  the  plan  should  be  described  fully  in  notes  to  financial 
statements. 

C.  Any  major  commitments,  contingent  liabilities  and  long- 
term  debt  repayment  schedules  should  be  described  in 
detail  as  notes  to  the  financial  statements. 

D.  Additionally,  the  following  should  be  disclosed  regarding  long- 
term  debt: 

1.  Interest  rate 

2.  Due  dates  of  installments 

3.  Pledged  property  and  pledged  revenue 
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4.  Reserve  requirements 

5.  Non-compliance  with  bond  indenture,  if  appropriate. 

Each  of  the  foregoing  deficiencies  represents  departures  from  generally 
accepted  practices  and  procedures  and,  in  some  instances,  are  of  sufficient 
magnitude  to  warrant  a  certified  public  accountant's  opinion  other  than  un- 
qualified.  Consequently,  the  opinion  as  to  the  adequacy  of  the  financial 
statements  expressed  at  the  front  of  this  report  is  appropriately  modified. 

The  college  should  revise  its  accounting  and  reporting  as  necessary  to 
conform  to  the  provision  of  CUBA  and  the  AICPA  guide. 

RECOMMENDATION 

We  recommend  that  the  college  revise  its  accounting  and  reporting 
practices  in  accordance  with  guidelines  prescribed  by  the   College 
and  University  Business  Administration  manual  and  the  AICPA  guide 
for  Audits  of  Colleges  and  Universities. 


Internal  Control  at  the  Bookstore 

Internal  control  over  cash  and  merchandise  in  the  college  bookstore  is 
virtually  non-existent.  The  college  did  not  maintain  cash  register  tapes 
for  fiscal  year  1972-73  and  does  not  maintain  perpetual  inventory  records 
with  respect  to  the  bookstore.   Periodic  physical  inventories  had  been  taken 
but  the  college  has  not  used  them.  We  were  advised  by  business  office  person- 
nel that  these  inventories  are  not  used  because  they  are  considered  to  be 
inaccurate.   Because  accurate  inventory  records  are  not  maintained  and  cash 
register  tapes  retained,  the  college  does  not  have  accountability  over  the 
bookstore.   Accordingly,  we  cannot  verify  that  all  cash  received  was  properly 
deposited  and  all  merchandise  was  properly  sold. 
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RECOMMEND A TION 

We  recommend  that  the  college  institute  the  procedures  necessary  to 

establish  accountability  over  the  activities  of  the  bookstore  to 

safeguard  the  assets. 

Interest  Income 


During  fiscal  year  1972-73,  the  college  purchased  a  $40,000  certificate 
of  deposit  from  funds  generated  from  the  textbook  library  and  funds  generated 
from  interest  on  a  certificate  of  deposit  that  had  been  cashed.   The  college 
recorded  the  transaction  as  an  expenditure  of  $36,473  to  the  textbook  account 
and  a  transfer  to  CD  of  $3,527.   As  an  offsetting  entry,  they  credited  revenue 
of  the  college  for  $40,000.  Handling  the  transaction  in  this  manner  was 
improper  and  resulted  in  overstatements  of  $40,000  to  both  the  college  revenue 
and  expenditures  on  the  financial  statements. 

We  were  advised  by  business  office  personnel  that  the  transactions  were 
recorded  in  this  manner  to  facilitate  subsequent  tracing  of  where  the  funds 
came  from.  The  investment  of  cash  on  hand  in  a  certificate  of  deposit  is 


not  an  income  or  an  expenditure  to  the  college.   Rather,  it  is  a  change  in 
the  nature  of  an  asset,  i.e.,  from  cash  to  an  investment. 

RECOMMENDATION 

We  recommend  that  the  college  record  investment  transactions  in 
accordance  with  generally  accepted  accounting  principles. 

Miscoding  of  Expenditures 

The  college  does  not  reconcile  their  records  of  expenditures  by  object 
class  with  SBAS'  monthly  and  annual  reports.   The  object  classifications 
used  by  the  college  differ  from  SBAS.   For  example,  payroll  benefits  paid 
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by  the  college  are  classified  as  operating  expenses  by  the  college.   SBAS 
classified  the  expenditures  for  payroll  benefits  as  personal  services. 
During  fiscal  year  1972-73,  $98,000  of  payroll  benefits  was  miscoded  by  the 
college.   Since  the  college  does  not  reconcile  their  expenditures  with  SBAS, 
the  incorrect  classifications  were  undetected  and  were  inaccurately  reflected 
in  the  financial  statements  prepared  by  the  college. 

We  were  advised  by  college  personnel  that  they  do  not  reconcile  SBAS 
records  of  expenditures  to  records  maintained  at  the  college  by  detail  classi- 
fication.  The  college  does  not  utilize  SBAS  reports  except  to  reconcile 
expenditures  by  total  at  fiscal  year-end. 

Timely  reconciliations  are  important  from  the  standpoint  that  copies  of 
SBAS  reports  are  used  by  other  state  agencies,  the  legislature,  and  others 
for  comparative  and  analytical  purposes,  as  well  as  in  the  budget  process. 
Since  the  SBAS  records  and  the  college  accounting  records  are  never  reconciled 
in  detail,  the  SBAS  records  may  not  represent  the  actual  expenditures  made  by 
the  college  and  could  result  in  misleading  and  erroneous  use  of  data  by  others, 
The  records  maintained  by  the  college  and  SBAS  should  be  routinely  reconciled 
and  differences  identified  and  resolved. 


RECOMMENDATION 

We  recommend  that  the  college  establish  a  routine  to  reconcile  its 
accounting  records  with  those  maintained  by  SBAS. 

Accrual  of  Expenditures 

Because  they  operate  under  SBAS,  most  state  agencies  accrue  expenditures 
at  the  end  of  the  fiscal  year.  With  respect  to  expenditures,  accrual  refers 
to  the  fact  that  firm  commitments  or  obligations  to  pay  are  recognized  in 
the  financial  records  even  though  payment  has  not  been  made.   The  purpose  of 
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accrual  is  to  earmark  money  to  pay  definite  obligations  and,  in  doing  so, 
properly  match  expenditures  with  the  proper  fiscal  period.   Both  CUBA  and  the 
AICPA  guide  specify  that  unpaid  obligations  should  be  accrued. 

The  college  does  not  uniformly  accrue  expenditures.   The  college  financial 
statements  reflect  both  expenditures  from  "state"  moneys  and  "local"  moneys. 
Although  the  college  generally  accrues  expenditures  processed  through  SBAS, 
expenditures  processed  locally  are  not  accrued  and  accruals  are  not  depicted 
on  the  college  financial  statements.   To  illustrate  this  fact,  an  electric 
and  natural  gas  bill  for  services  for  June,  1973  was  paid  from  state  and  local 
funds.   The  bill  for  natural  gas,  amounting  to  $1,317,  was  properly  accrued 
and  paid  through  SBAS  and  charged  to  fiscal  year  1972-73.   The  $2,015  electric 
bill  was  not  accrued  and  was  paid  from  "local"  funds  on  July  23,  1973,  and, 
as  a  result,  was  charged  to  fiscal  year  1973-74.  The  college's  use  of  the 
accrual  system  of  accounting  for  "state"  moneys  and  the  cash  system  of  account- 
ing for  "local"  moneys  results  in  financial  statements  that  are  inconsistent 
and  less  meaningful.  We  believe  the  accrual  system  of  accounting  is  more 
meaningful  and  should  be  utilized  by  the  college. 

RECOMMENDATION 

We  recommend  that  the  college  utilize  the  accrual  system  for  all 
accounting  transactions. 

PERSONAL  SERVICES 

Personal  service  expenditures  at  the  college  consist  primarily  of  (1) 
salaries  paid  to  full-time  administrative  and  general  personnel,  instructional 
personnel,  library  staff  personnel,  and  plant  maintenance  personnel;  (2)  salaries 
paid  to  students  under  the  Student  Help  and  Work  Study  programs;  (3)  salaries 
paid  to  student  teacher  supervisors,  special  lecturers,  and  to  persons  giving 
private  music  lessons;  (4)  salaries  paid  to  college  faculty  members  who  teach 
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extension  courses  in  addition  to  their  regular  courses;  (5)  salaries  paid  to 
administrative  personnel  for  the  college  work  study  program.   Because  of  the 
manner  in  which  the  college  treats  personnel  benefit  costs,  the  cost  of  person- 
nel benefits  such  as  retirement  system  contributions,  workmen's  compensation 
insurance,  etc.,  are  not  included  in  total  costs  of  personal  services.   During 
fiscal  year  1972-73,  personal  service  expenditures  at  the  college  were  $1,134,760, 
which  constitutes  about  81  percent  of  the  total  college  expenditures  during 
the  year. 

Our  review  disclosed  several  reporting  and  administrative  deficiencies 
with  respect  to  personal  services  expenditures.   The  following  discussion 
pertains  to  these  problems. 
Central  Payroll  System 

The  college  currently  is  not  under  the  state  central  payroll  system,  as  are 
all  other  state  agencies  except  university  units.   The  college  payroll,  except 
for  work  study  payments,  is  prepared  at  the  college  each  month  in  the  form 
of  a  claim  document.   The  claim  is  sent  to  Helena  by  the  college  where  it  is 
processed  through  SBAS  as  an  ordinary  claim.   The  payroll  warrants  are  prepared 
in  Helena  in  the  same  manner  as  ordinary  warrants  and  sent  to  the  college 
business  office  for  eventual  distribution.   Although  the  payroll  claim  is 
processed  through  SBAS,  it  is  not  included  within  the  central  payroll  system 
which  is  separate  from  SBAS . 

College  administrative  personnel  stated  that  the  college  is  not  on  the 
central  payroll  system  because  the  central  payroll  office  has  not  requested 
that  they  be  placed  on  the  system.  They  stated  further  that  if  the  college 
payroll  is  put  on  the  central  payroll  system,  the  entire  payroll,  including 
the  Student  Help  and  Work  Study  payrolls,  should  be  placed  on  the  system. 
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We  observed  a  number  of  payroll  procedures  at  the  college  which  are 
undesirable  and  which  would  be  corrected  by  the  inclusion  of  the  college  in 
the  central  payroll  system.   These  procedures  are  discussed  in  the  following 
comments. 

Payroll  Processed  Before  the  Fact 

The  payroll  compensating  regular  full-time  college  employees  for  a  month's 
service  is  prepared  at  the  beginning  of  that  month,  sometimes  as  early  as  the 
first  day  of  the  month.   Payroll  warrants  are  prepared  in  Helena  on  the 
assumption  that  the  employees  will  actually  work  the  entire  month. 


In  fiscal  year  1972-73,  several  college  employees  received  and  cashed 
their  payroll  warrants  prior  to  the  end  of  the  month.   Certain  business  office 
employees  consistently  received  and  cashed  their  payroll  warrants  prior  to 
completing  the  services  for  which  they  were  being  compensated. 

In  addition,  the  college  prepared  and  distributed  at  the  end  of  July, 
1972,  payroll  warrants  compensating  instructors  for  the  summer  session  ending 
August  11,  1972.   In  this  regard,  approximately  $4,900  of  compensation  for 
August  summer  school  instruction  was  paid  in  July. 

The  college  does  not  adjust  the  payroll  the  following  month  for  absences 
which  occurred  after  the  payroll  was  processed,  but  rather  makes  the  adjust- 
ments by  adjusting  vacation  leave  or  sick  leave  balances. 

The  undesirable  aspects  of  this  practice  are  that  employees  may  be  compen- 
sated for  services  not  rendered  and  the  actual  cost  of  personal  services  is 
distorted  from  month  to  month  simply  because  the  payroll  warrants  are  prepared 
and  delivered  before  the  services  have  been  performed. 

Salary  payments  should  be  based  upon  accurate  and  factual  data  and  not 
assumptions  made  before  the  fact.   In  the  case  of  payroll,  this  is  customarily 
accomplished  by  means  of  a  time  lag  from  the  end  of  the  payroll  period  to  the 
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time  of  payroll  processing.   Inclusion  in  the  central  payroll  system  would 
correct  this  situation  in  that  the  central  payroll  system  operates  on  an 
after-the-fact  basis. 
Payroll  Deductions 
In  addition  to  the  payroll  warrants,  warrants  for  payroll  deductions 
such  as  federal  and  state  tax  withholding,  social  security  withholding,  public 
employees'  retirement  withholding,  teachers'  retirement  withholding,  employee 
insurance  withholding,  along  with  related  employers'  contributions,  are  pre- 
pared in  Helena  and  sent  to  the  college.   The  college  in  turn  prepares  the 


appropriate  reports  and  remits  the  warrants  to  the  proper  authorities,  such 
as  the  Public  Employees'  Retirement  Division,  Teachers'  Retirement  Division, 
etc. 

This  process  is  costly  and  time-consuming.   For  example,  the  college  remits 
their  state  tax  withholding  quarterly.   The  quarterly  reports  are  accompanied 
by  seven  to  nine  separate  warrants. 

The  college  also  prepared  the  payrolls  for  students  paid  from  local  funds. 
Checks  for  the  payroll  deductions  associated  with  these  payments  are  prepared 
at  the  same  time  the  payroll  checks  are  prepared  and  are  held  until  their 
remittance  is  due.   We  noted  that  from  eight  to  17  separate  checks  have 
accompanied  the  quarterly  state  tax  remittance  to  the  Department  of  Revenue. 
Such  a  practice  is  not  reasonable.   Bookkeeping  entries  should  enable  one 
check  to  be  written  for  this  purpose. 

Inclusion  of  the  college  in  the  central  payroll  system  would  eliminate 
these  situations. 


College  Work-Study  Payments 
College  Work  Study  (CWS)  payments  to  students  are  financed  from  two  sources: 
80  percent  is  paid  from  a  federal  grant,  and  20  percent  is  paid  from  state 
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appropriated  funds.   The  federal  moneys  are  kept  and  disbursed  locally  by 
the  college.   The  college  obtains  the  state's  share  of  the  CWS  salaries, 
after  each  CWS  payroll,  by  preparing  a  transfer  warrant  claim  on  the  state 
treasury  payable  to  itself  for  20  percent  of  the  amount  paid  to  the  work 
study  students.   These  funds  are  deposited  into  a  local  account  and  are  used 
to  pay  later  work  study  salaries. 

The  college  charges  personal  services  expenses  both  when  work  study 
salaries  are  paid  and  when  the  state's  share  is  received.   The  effect  of 
this  practice  is  that  20  percent  of  the  work  study  payments  are  recorded 
twice  as  an  expenditure.   That  is,  a  transfer  of  funds  from  the  state  treasury 
to  the  local  work  study  account  is  classified  as  a  personal  services  expendi- 
ture by  the  college  when  the  actual  expenditure  had  already  been  recorded 
when  the  payroll  payment  was  made.   The  state  funds  received  by  the  college 
are  classified  as  a  salary  expenditure  under  "Operation  and  Maintenance  of 
Physical  Plant."  As  a  result  of  this  practice,  personal  services  expenditures 

for  fiscal  year  1972-73  were  overstated  by  $21,237  on  the  college  records  and 
financial  statements. 

Situations  such  as  this,  as  well  as  those  previously  discussed,  would 
be  corrected  if  the  college  payroll  were  included  in  the  central  payroll 
system.   This  can  be  accomplished  if  both  the  college  and  the  Department  of 
Administration  collaborate  to  design  and  implement  the  procedures  necessary 
to  accommodate  the  student  employment  program.   Other  than  that,  the  payroll 
warrants  are  presently  being  prepared  in  Helena  by  the  same  data  processing 
and  administrative  systems  which  handle  the  central  payroll  system  for  all 
other  state  agencies. 
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RECOMMENDATION 

Vie  recommend  that  the  college  consult  with  the  Department  of 

Administration  and  State  Auditor  to  incorporate  the  college 

payroll  within  the  central  payroll  system. 

Internal  Control  Over  Personal  Services  Expenditures 

Internal  control  over  personal  services  expenditures  has  several  weak- 
nesses.  In  the  area  of  payroll  expenditures  there  is  general  agreement  that 
the  following  conditions  should  prevail  if  internal  controls  are  to  be  con- 
sidered adequate. 

1.  Valid  authorizations  are  on  file  for  all  payroll  initiations, 
changes ,  and  t  ermina  t  ions . 

2.  There  is  business  paper  support  for  all  payments,  including 
payroll  claims  and  time  cards  and  reports  which  support  the 
amount  of  wages  paid. 

3.  Special  safeguards  exist  for  termination  notifications, 
payments  to  part-time  employees,  and  unclaimed  checks. 

Based  on  the  foregoing,  there  are  a  number  of  weaknesses  in  internal 
control  of  the  college  payroll. 

Authorization  of  Salary  Changes 

One  ideal  condition  of  Internal  control  is  that  valid  authorizations 
are  on  file  for  all  payroll  initiations,  changes,  and  terminations. 

The  payroll  section  at  the  college  does  not  require  written  authorizations 
when  salary  payments  are  initiated,  changed,  or  terminated.  The  salaries  of 
two  employees  hired  after  the  beginning  of  the  fiscal  year  by  the  college  were 
authorized  orally.   Salary  changes  for  two  persons  on  contract  with  the  college 
were  orally  authorized,  while  the  contracts  were  not  amended.   Salary  increases 
for  three  non-academic  employees  of  the  college  were  orally  authorized. 
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Oral  authorization  of  initial  salaries  and  later  salary  changes  weakens 
internal  control  because  mistakes  could  easily  occur  in  the  communication  of 
the  salary  to  be  paid  from  the  authorizing  person  to  the  payroll  section. 

RECOMMENDATION 

We  recommend  that  the  college  require  written  authorizations 
for  all  payroll  initiations t   changes,   and  terminations. 

Extension  Courses 

Western  Montana  College  paid  $1,740  to  staff  instructors  teaching  exten- 
sion courses  away  from  the  college.   The  extension  classes  are  conducted  by 
faculty  members  of  the  college  who  are  willing  to  teach  them.   Although  the 
instructors  are  regular  faculty  members,  the  fact  that  they  are  teaching  an 
extension  course  is  not  covered  by  a  contract.   No  document  exists  at  the 
college  authorizing  these  instructors  to  teach  extension  classes  for  additional 
compensation  or  approving  the  amount  of  compensation  to  be  paid.   The  instructors 
engaged  in  extension  courses  submit  a  letter  to  the  business  manager  stating 
the  dates  and  the  location  of  the  extension  class  to  obtain  payment. 

Although  the  amounts  paid  are  included  in  the  form  W-2  reports  at  year- 
end,  no  deductions  are  taken  from  the  gross  amount  paid  to  instructors  teaching 
extension  courses,  nor  are  employee  benefits  figured  on  the  gross  amount  earned. 
Business  office  personnel  agreed  that  deductions  should  be  made  but  expressed 
the  belief  that  it  is  not  done  because  the  amounts  would  be  insignificant. 

The  engagement  of  faculty  members  to  conduct  extension  courses  should 
be  reduced  to  a  written  contract.   The  contract  should  specify  the  duties  of 
the  faculty  member  as  well  as  the  compensation  arrangements.   Inasmuch  as  an 
employer-employee  relationship  exists  between  the  faculty  members  and  the 
college,  all  amounts  paid  the  faculty  members  should  be  subjected  to  the  appro- 
priate withholding  and  deductions. 
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RECOMMENDATION 

We  recommend  that  the  college: 

1.  Prepare  written  contracts  for  faculty  members  conducting 
extension  courses. 

2.  Retain  the  appropriate  payroll  withholding  and  deductions 
on  the  salaries  paid  faculty  members  for  extension  courses. 


Student  Employment  Pay  Changes 

Students  who  work  at  the  college  sign  a  work  authorization  and  employment 
information  data  card  before  obtaining  student  employment.   This  card  serves 
as  the  work  authorization,  W-4  form,  and  rate  of  pay  authorization.   It  is 
signed  by  the  student  and  the  student's  work  supervisor. 

Students  are  granted  pay  rate  increases  after  working  a  stated  period 
of  time  at  the  same  place  of  employment.   The  payroll  section  is  notified  of 
the  increase  when  the  rate  of  pay  on  the  authorization  card  is  scratched  out 
and  another  rate  inserted  by  the  financial  aid  director  at  the  college. 

This  is  a  poor  practice  from  an  internal  control  standpoint,  because 
someone  other  than  the  financial  aid  director  could  obtain  access  to  the 
cards  and  change  the  rates  of  pay.   There  is  nothing  on  the  cards  showing 
that  the  director  of  financial  aid  authorized  the  original  pay  or  initiated 
the  pay  rate  change.   Changes  in  pay  status  should  be  documented  in  writing. 
Prior  pay  rates  should  be  preserved  for  subsequent  review  and  should  not  be 
scratched  out  or  erased.   Changes  should  be  initialed  or  signed  by  the  person 
making  the  change. 

RECOMMENDATION 

We  recommend  that  the  college  require  that  changes  in  student  pay 
be  documented  and  approved  in  writing. 
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Employer  Insurance  Premiums 

As  an  employer,  the  college  makes  periodic  premium  payments  for  unemploy- 
ment insurance  and  workmen's  compensation  insurance.  The  premium  payments  are 
based  upon  the  wage  and  salary  compensation  paid  to  employees  by  the  college. 

Although  the  premium  payments  were  made  in  conjunction  with  all  of  uie 
various  operations  of  the  college,  only  a  few  operations  have  borne  the  cost 
of  the  premium  payments.   For  example,  workmen's  compensation  premiums  of 
$5,769  were  paid  by  the  college  during  fiscal  year  1972-73  for  all  employees, 
including  those  employed  in  the  auxiliary  enterprise  operations;  yet  the 
premiums  are  paid  from  only  two  sources  (state  appropriations  and  the  federal 
administration  allowance)  and  the  cost  is  recorded  as  an  expense  of  only  three 
programs  (administration  and  general  expense,  instruction  and  departmental 
research,  and  operation  and  maintenance  of  physical  plant).   Other  programs 
such  as  libraries  and  auxiliary  enterprises  were  not  charged  for  the  expense 
of  the  premiums. 

Similarly,  unemployment  insurance  premiums  of  $2,793  were  paid  by  the 
college  during  fiscal  year  1972-73  on  behalf  of  covered  employees.   These 
premiums  were  recorded  as  expense  of  only  two  programs  (instruction  and 
departmental  research,  and  operation  and  maintenance  of  physical  plant)  even 
though  the  employees  of  other  programs  (administration  and  general,  libraries 
and  auxiliary  enterprises)  have  the  direct  benefit  of  unemployment  insurance 
coverage. 

The  end  result  of  the  foregoing  practices  is  that  the  actual  cost  of 
some  programs  is  overstated  while  the  cost  of  other  programs  is  understated. 
The  amounts  involved  are  not  significant  in  themselves,  but  the  fact  that 
costs  depicted  as  actual  in  the  financial  statements,  are  not  actual  is 
significant.   This  is  particularly  important  where  presumably  self-supporting 
operations  such  as  auxiliary  enterprises  are  not  charged  with  proper  costs. 
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The  college  should  allocate  the  employer  insurance  premium  costs  to 
the  programs  which  benefit  from  the  coverage,  and  the  premiums  associated 
with  auxiliary  enterprises  should  be  recorded  as  an  expense  of  and  paid  from 
auxiliary  enterprise  proceeds. 

RECOMMENDATION 

We  recommend  that  the  college  allocate  employer*  insurance  premium 
costs  to  the  benefiting  programs  and  pay  the  premiums  associated 
with  auxiliary  enterprises  from  the  proceeds  of  auxiliary  enter- 
prise operations. 
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VACATION  AND  SICK  LEAVE 

The  manner  and  amount  of  vacation  and  sick  leave  available  to  state  employees 
is  closely  governed  by  state  law  and  administrative  regulations.   These  laws, 
contained  in  Title  59,  R.C.M.  1947,  basically  define  who  is  eligible  for  leave, 
the  extent  to  which  it  can  be  earned  and  accumulated,  and  the  general 
circumstances  under  which  it  can  be  used.  The  administrative  regulations 
(Management  Memos  issued  by  the  Department  of  Administration)  provide  specific 
guidance  with  respect  to  the  use  and  documentation  of  leave. 

We  were  advised  that  no  formal  policy  has  been  prescribed  by  the  Board 
of  Regents  with  respect  to  leave,  but  that  such  a  policy  is  under  study. 
Pending  the  formulation  and  issuance  of  a  formal  policy,  according  to  a 
representative  of  the  Commissioner  of  Higher  Education,  the  university  units  are 
expected  to  meet  the  general  requirements  of  law  with  respect  to  vacation  and 
sick  leave. 

There  are  a  number  of  areas  where  the  leave  practices  of  the  college  are 
contrary  to  the  requirements  of  law  and  regulation.   The  following  is  a 
summary  of  these  areas: 

1.  Failure  to  keep  annual  and  sick  leave  records  for  both  non-teaching 
and  teaching  personnel. 

2.  Use  of  sick  leave  for  purposes  other  than  prescribed  by  statute 
and  Department  of  Administration  directives. 

3.  Granting  of  annual  leave  prior  to  entitlement  and  in  excess  of 
amounts  earned. 

The  mere  fact  that  the  statutes  specify  the  number  of  hours  which  may 
be  granted  requires  that  records  be  kept  to  assure  that  conditions  of  law 
are  met.   The  college  does  not  keep  either  annual  or  sick  leave  records  for 
certain  non- teaching  positions,  such  as  the  president,  business  manager,  registrar, 
director  of  information,   dean  of  women,  librarian,  and  assistant  librarian. 
Further,  there  were  no  sick  leave  records  kept  for  teaching  personnel. 
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Section  59-1008(7),  R.C.M.  1947,  provides  that  the  Department  of 
Administration  is  responsible  for  the  proper  administration  of  sick  leave 
and  shall  promulgate  such  rules  as  it  deems  necessary  to  achieve  the  uniform 
administration  of  sick  leave  and  prevent  its  abuse.   Management  Memo  71-8, 
dated  June  22,  1971,  states  that  records  of  sick  leave  must  be  maintained  in 
each  agency  and  that  these  records  should  contain  sufficient  detail  so  that 
problems  such  as  improper,  repetitious,  or  excessive  use  of  sick  leave  credits 
can  be  discovered  and  corrected. 

As  a  general  rule,  the  use  of  vacation  and  sick  leave  was  poorly  docu- 
mented.  Most  sick  leave  requests  by  employees  at  the  college  do  not  indicate 
a  reason  for  the  absence.   Some  of  the  records  which  were  available  indicated 
that  some  employees  were  using  sick  leave  for  reasons  which  do  not  qualify; 
for  example,  to  "take  child  for  checkup." 

In  eight  instances  employees  were  granted  annual  leave  prior  to  completing 
the  required  employment  period,  and  in  three  instances  employees  were  granted 
annual  leave  in  excess  of  earned  credits.   Another  instance  of  excess  leave 
occurred  because  the  college  raised  the  earned  leave  credits  prior  to  the 
completion  of  the  necessary  length  of  employment. 

In  addition  to  the  foregoing,  there  were  numerous  clerical  errors  in 
posting  leave  credits  earned  and  taken.   In  many  instances  the  sick  leave 
requests  and  time  sheets  indicate  that  vacation  or  sick  leave  was  taken 
but  the  leave  records  were  not  adjusted.   There  is  no  system  of  reconciliation 
to  verify  the  accuracy  of  postings  with  the  time  sheets.   In  five  instances 
clerical  errors  resulted  in  incorrect  final  payments  to  terminated  employees. 
The  accuracy  of  these  postings  has  the  same  degree  of  importance  as  computa- 
tion of  payroll  amounts  and  accordingly  deserve  the  same  degree  of  control. 
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Until  such  time  that  a  formal  policy  has  been  formulated  and  issued  by 
the  Board  of  Regents,  the  college  should  base  its  leave  practices  upon  the 
guidance  presently  available.   General  compliance  with  the  law  and  regulation 
will  result  in  leave  practices  which  are  uniform  and  consistent  for  all 
employees . 

RECOMMENDATION 

Vie  recommend  that  the  college: 

1.  Comply  with  the  provisions  of  law  and  regulation  governing  the 
administration  of  leave  until  such  time  as  the  Board  of  Regents 
formulates  a  new  policy. 

2.  Establish  a  reconciliation  process  to  assure  proper  posting  of 
leave  credtts  earned  and  leave  taken. 
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PLANT.  PROPERTY,  AND  EQUIPMENT 

The  college  is  responsible  for  custody  and  administration  of  fixed  assets 
valued  in  excess  of  $5,900,000  but  controls  to  assure  proper  use  and  disposition 
are  virtually  non-existent.   Property  disposed  of  is  not  deleted  from  the 
accounting  records,  and  a  physical  count  has  not  been  taken  since  July,  1960. 
Consequently,  the  balances  reported  on  the  financial  statements  have  little 
reliability. 

The  foregoing  circumstances  occurred  partially  because  the  college  has 

not  complied  with  the  directives  of  the  Department  of  Administration  regarding 

property  controls.  Management  Memo  70-17,  dated  June  26,  1970,  prescribes 

the  following  elements  of  property  control: 

— Take  a  physical  inventory  of  all  fixed  assets  each  fiscal  year — 
preferably  on  June  30th. 

— Retain  inventory  working  papers  for  subsequent  audit  purposes. 

— Record  all  fixed  assets  that:   cost  $100  or  more;  have  an  expected 
life  of  more  than  one  year;  and  do  not  substantially  change  their 
identity  through  use. 

— Record  all  changes  in  fixed  assets  between  inventory  dates. 

The  basic  system  of  accountability  for  fixed  assets  at  the  college  is 
subsidiary  property  records  which  were  prepared  from  a  physical  count  performed 
in  July  1960.   Since  that  date  there  has  not  been  a  count  comparing  actual  property 
and  equipment  on  hand  with  that  shown  on  the  listing.   The  1960  property  listing 
is  adjusted  annually  with  an  appropriate  addition  to  the  accounting  records  for 
the  current  year  capital  asset  acquisitions.  However,  these  records  are  made 
meaningless  by  the  failure  of  the  college  to  record  dispositions  of  assets  and 
delete  dollar  values  from  accounting  records.   For  example,  the  listing  and 
financial  statements  included  values  for  household  furniture,  office  equipment 
and  motor  vehicles  acquired  in  the  early  1960's  which  could  not  be  located 
at  the  time  of  our  review  and  consequently,  were  presumed  to  have  been  disposed 
of. 
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The  use  of  such  a  listing  as  a  property  control  procedure  is  further  negated 
due  to  the  fact  that  there  is  no  system  of  marking  college  property  with 
identifying  property  number  decals.  Without  identifying  decals  only  that  small 
portion  of  the  property  which  has  serial  numbers  can  be  positively  identified. 
The  listing  also  does  not  show  the  supposed  location  of  the  various  equiprsnt 
items.   The  lack  of  positive  identification  and  locations  renders  the  listing 
useless  as  a  control  device.   The  business  office  personnel  were  unsuccessful 
in  locating  a  sampling  of  equipment  items  selected  from  the  listing  for  the 
purpose  of  testing  the  usefulness  of  the  college  property  control. 

Two  basic  premises  of  sound  property  control  are  the  assignment  of 
custodial  responsibility  and  the  establishment  and  verification  of  accountability 
by  persons  separate  from  those  having  custody  of  assets.   The  assignment  of 
responsibility  assures  that  someone  is  responsible  for  protecting  state  property 
and  is  accountable  should  physical  count  reveal  missing  property.  Unless  the 
location  of  equipment  is  recorded,  oustodial  responsibility  cannot  be  determined. 
Periodic  physical  counts  should  be  made  to  ascertain  that  property  has  not 
been  stolen.   Inadequacies  observed  in  the  college's  property  control  procedures 
are  of  such  magnitude  that  there  is  no  assurance  that  state-owned  property  is  in 
the  custody  of  the  college  and  that  amounts  reported  in  financial  statements 
are  reliable.   The  president  of  the  college  advised  that  improved  property  control 
procedures  had  not  been  implemented  because  he  understood  that  the  Department 
of  Administration  was  going  to  establish  state-wide  accounting  for  fixed  assets 
and  that  he  did  not  believe  there  was  any  urgency  to  establish  accountability 
over  the  fixed  assets. 

Other  departures  from  Management  Memo  70-17  observed  during  our  examination 
included  the  failure  to  record  a  building  valued  at  $890,748  in  the  accounting 
records  and  the  inclusion  of  items  of  less  than  $100  in  the  accounting  records. 
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Items  of  less  than  $100  may  be  subject  to  property  control  procedures  but 
should  be  excluded  from  the  accounting  records  financial  statements  as  assets. 
We  also  noted  the  capitalization  of  building  maintenance  and  administrative 
supply  costs.   Capitalization  of  these  items  is  contrary  to  sound  accounting 
principles. 

RECOMMENDATION 

We  recommend  the  college; 

1.  Implement  a  system  of  property  control  and  aecountab%lity  which 
will: 

a.  Comply  with  the  requirements    of   Management  Memo   70-17. 

b.  Provide  for  placement  of  an  identification  number  decal 
on  all  equipment. 

c.  Vlace  custodial  respons%bility  through  identification  of 
equipment    locations. 

2.  Adjust  the  accounting  records  to  reflect  only  that  equipment  which 
actually  exists  in  the  custody  of  the  college. 
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STUDENT  FINANCIAL  AID 

There  are  several  sources  of  financial  aid  available  to  students  at  the 
college.   These  assistance  programs  consist  of  grants,  loans,  and  student 
employment.   Comments  pertaining  to  student  employment  programs  are  covered 
elsewhere  in  this  report  under  personal  services.   Accordingly,  the  following 
comments  pertain  to  grants  and  loans. 

During  fiscal  year  1972-73,  the  college  made  grants  and  loans  to  students 
of  $46,625  and  $119,306  respectively.  Nearly  all  of  these  amounts  came  from 
federal  sources,  such  as  Educational  Opportunity  Grants  and  National  Direct 
Student  Loans.   Only  $300  of  the  student  loans  were  made  through  non-federal 
sources. 

The  college  has  a  financial  aid  program  administered  by  a  full-time 
director  as  well  as  another  full-time  employee  and  a  part-time  employee.   The 
federal  programs  are  administered  under  the  director's  supervision.   The  college 
also  has  a  short-term  College  Loan  Fund  which  is  not  under  the  direction  of 
the  financial  aid  office,  but  rather  is  administered  by  the  business  office. 
We  noted  several  weaknesses  with  the  administration  of  the  College  Loan  Fund 
and  another  program  referred  to  as  the  United  Student  Aid  loan  program. 
College  Loan  Fund 

The  college  loan  fund  is  used  by  the  college  to  make  short-term  loans 
to  students.   The  money  in  the  loan  fund  comes  from  individual  gifts  and 
accumulated  interest  earnings.   At  June  30,  1973,  the  loan  fund  consisted 
of  $20,819  in  cash  and  $509  in  loans  outstanding. 

Our  analysis  of  the  fund  disclosed  numerous  weaknesses  in  internal  con- 
trol as  follows: 

1.  Receipts  are  not  pre-numbered  and  accountability  cannot  be 
established. 

2.  Deposits  of  receipts  are  not  timely  and  intact. 
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3.  A  number  of  significant  receipts  were  not  recorded  in  the 
receipt  book  and,  as  a  result,  confusion  existed  as  to 
whether  the  money  had  been  deposited. 

4.  Payments  of  loans  and  records  have  been  kept  at  the  employee's 
residence  rather  than  the  college. 

5.  Counter  checks  are  used  to  disburse  funds  from  the  local 
checking  account. 

6.  The  college  policy  of  assessing  six  percent  interest  on 
loans  has  not  been  carried  out. 

7.  The  records  do  not  illustrate  that  the  loans  were  based  on 
need  or  any  other  established  criteria. 

8.  As  previously  stated,  the  college  catalog  states  that  these 
funds  are  to  be  used  for  short-term  loans  and  normally  repaid 
within  the  quarter.   One  loan  made  in  1970  was  still  out- 
standing at  June  30,  1973,  and  a  number  of  other  loans  were 
also  old. 

In  addition  to  the  foregoing  weaknesses,  the  college  loan  fund  is 
administered  solely  by  the  business  manager  of  the  college.   Since  the  loan 
fund  is  a  student  aid  program,  it  should  be  administered  by  the  financial 
aids  office  rather  than  the  business  manager. 

The  fact  that  the  loan  fund  has  been  administered  by  the  business  mana- 
ger rather  than  the  financial  aids  office  may  account  for  the  fact  that  the 
resources  appear  to  be  underutilized,  i.e.,  cash  of  $20,819  in  contrast  to 
loans  of  only  $509.   This  resource  should  be  administered  by  the  financial 
aids  office  and  be  made  available  to  students. 
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The  financial  aids  office  is  cognizant  of  student  needs  and  has  the 
procedures  necessary  to  measure  student  financial  needs  and  select  the 
appropriate  financial  assistance. 

RECOMMENDATION 

We  recommend  that  the  college  transfer  the  administration  of  the 
college  short-term  loan  fund  to  the  financial  aids  office. 

United  Student  Aid  Loans 

The  united  student  aid  loans  consist  of  a  student  loan  program  operated 
by  the  United  Student  Aid  Funds,  Inc.,  a  private  corporation  established  on 
a  nationwide  basis  to  make  loans  to  students.   The  loan  program  was  estab- 
lished by  donations  from  industry  and  individuals.   Colleges  and  universities 
participate  in  the  program  by  making  matching  contributions.   Each  $1,000 
contribution  by  a  college  is  matched  by  $24,000  from  the  loan  fund,  resulting 
in  aggregate  loan  resources  of  $25,000  which  is  used  to  guarantee  loans  made 
to  students  by  home- town  banks.   The  college  began  participating  in  the  program 
in  the  early  1960's  and  has  deposited  $7,100  with  the  loan  fund  as  a  reserve 
against  bad  debts  on  student  loans. 

Many  of  the  college  students  using  the  program  have  repaid  their  loans, 
and  in  recent  years  use  of  the  loan  fund  has  become  infrequent,  probably 
because  of  the  availability  of  lower  cost  federal  assistance.   As  near  as 
the  financial  aid  director  could  determine,  $4,100  of  the  original  deposit 
of  $7,100  is  unneeded  and  could  be  returned  to  the  college.   The  college  has 
not  determined  what  the  status  is  of  the  remaining  $3,000  on  deposit,  and 
none  of  the  deposit  is  reflected  on  the  college's  financial  statements. 

The  amount  of  money  on  deposit  should  be  reflected  in  the  college  financial 
statements.   The  college  should  evaluate  the  merits  of  future  participation 
in  this  program  and,  if  appropriate,  discontinue  the  program  and  seek  refund 
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of  the  money  on  deposit  with  the  United  Student  Aid  Fund,  Inc. 

RECOMMENDATION 

We  recommend  that  the  college: 

1.  Show  loan  funds  on  deposit  with  the  United  Student  Aid 
Fundj   Inc.  3   in  the  college  financial  statements. 

2.  Evaluate  the  merits  of  participation  in  the  United 
Student  Aid  Fund  loan  program  and  seek  refund  of 
deposits  to  the  extent  appropriate. 

Athletic  Scholarships 

Athletic  scholarships  are  provided  at  the  college  through  an  unusual 
arrangement  involving  the  food  and  dining  facility  and  the  food  service  con- 
tractor.  Food  service  at  the  college  is  provided  by  a  private  company  which 
contracts  with  the  college.   Among  other  things,  the  contract  stipulates  that 
the  food  contractor  will  provide  "board"  scholarships  to  the  college.   "Board" 
scholarships  refers  to  the  provision  of  free  meal  privileges  to  certain 
students.   The  number  of  board  or  meal  scholarships  is  determined  by  the 
number  of  boarding  students,  i.e.,  the  number  of  students  eating  meals  pro- 
vided by  the  contractor.   The  value  of  each  meal  scholarship  depends  upon  the 
number  of  days  and  board  rate.   During  fiscal  year  1972-73,  the  value  of  such 
scholarships  was  approximately  $5,500.   The  contract  delineates  the  following: 

Number  of  Number  of 

Boarding  Students  Meal  Scholarships 

0-425  12 

425-499  13 

500-574  14 

575  and  over  One  for  each  additional  100 

The  contract  also  stipulates  that  free  meal  privileges  will  be  provided 

to  the  dean  of  women.   In  addition,  the  college  administratively  grants  one 

-44- 


of  the  meal  scholarships  to  a  house  mother  who  is  required  to  dine  with  the 
students.   Consequently,  the  number  of  meal  scholarships  available  to  the 
students  is  actually  one  less  than  the  number  stipulated  by  the  contract. 
As  a  practical  matter,  the  food  contractor  bills  the  college  for  the 
meals  provided  to  all  students.   The  college  deducts  the  value  of  the  bc-o  ;d 
scholarships  based  upon  the  number  of  boarding  students  and  pays  the  bill, 
using  the  proceeds  paid  to  the  college  by  the  boarding  students.   The  amount 


deducted  by  the  college  is  transferred  from  the  boarding  proceeds  to  the 
"Western  Montana  College  Betterment  Account"  where  it  is  used  to  provide 
fee  waivers  to  athletes.   This  arrangement  poses  two  questionable  practices. 

First  of  all,  the  revenues  derived  from  the  food  service  operation  are 
dedicated  by  the  bond  indenture  which  constructed  the  dining  facility.   These 
revenues  should  be  used  to  meet  the  operating  expenses  and  the  debt  associated 
with  construction  of  the  facility.   This  is  particularly  important  since  the 
college  has  been  unable  to  meet  the  debt  requirements  associated  with  the 
dining  facility,  a  problem  which  is  discussed  in  a  following  section  of  the 
report . 

A  second  practice  which  is  questionable  is  the  fact  that  food  service 
operation  is  being  used  to  subsidize  scholarships  which  are  awarded  to  athletes 
Those  using  the  food  service  are,  in  effect,  defraying  the  cost  of  the  athletic 
scholarships  inasmuch  as  the  meals  billed  by  the  food  contractor  and  deducted 
by  the  college  are  additional  costs  to  the  food  contractor  which  must  be 
recovered  through  charges  to  its  customers,  who  are  primarily  the  boarding 
students. 

Because  of  the  foregoing  factors,  provision  in  the  food  service  contract 
which  stipulates  that  the  food  contractor  provide  board  scholarships  should 
be  deleted. 
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RECOMMENDATION 

We  recommend  that  the  food  service  contract  be  amended  to  delete 
the  provision  for  board  scholarships. 


BOND  ISSUES 

The  college  had  two  bond  debt  issues  outstanding  at  June  30,  1973.   One 
issue  pertains  to  the  construction  of  the  student  housing  and  dining  facilities 
at  the  college.   The  bonds  are  revenue  bonds  which  were  issued  in  1966  in  the 
amount  of  $1,676,000.   The  bonds  are  held  by  the  U.  S.  Department  of  Housing 
and  Urban  Development.   At  June  30,  1973,  $1,311,000  of  the  bonds  were  out- 
standing, with  retirement  of  all  the  bonds  scheduled  in  the  next  32  years. 

The  second  bond  issue  pertains  to  the  construction  of  the  physical  educa- 
tion complex.   The  bonds  of  this  issue  are  also  revenue  bonds  which  were  issued 
in  1967  in  the  amount  of  $636,000.   The  bonds  are  held  by  both  the  federal 
government  and  private  interests.   At  June  30,  1973,  $564,000  of  the  bonds 
were  outstanding  and  all  bonds  are  scheduled  to  be  retired  over  the  next  23 
years. 

Our  review  focused  on  the  1966  issue  because  it  has  never  been  audited 
in  contrast  to  the  1967  issue  which  has  been  audited  annually  by  an  independent 
public  accounting  firm.   Nevertheless,  some  of  the  following  comments  also 
pertain  to  the  1967  issue,  particularly  in  statutory  compliance  area. 
Financial  Status 
1966  Bond  Issue 

The  1966  bond  issue  is  presently  in  financial  jeopardy  and,  if  the  present 
trend  continues,  the  college  will  be  unable  to  meet  the  future  financial  com- 
mitments associated  with  the  1966  bond  issue.   The  financial  jeopardy  stems 
from  the  fact  that  the  revenues  pledged  by  the  college  have  been  increasingly 
insufficient  to  meet  the  debt  requirements  of  the  bond  issue.   For  example, 
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during  fiscal  year  1972-73,  the  principal  and  interest  payments  on  the  bonds 
amounted  to  $80,427.   The  revenues  pledged  to  meet  this  payment  amounted  to 
only  $29,455,  or  $50,972  short  of  the  amount  necessary.   The  deficit  was  made 
up  by  the  college  through  the  use  of  $32,082  in  unpledged  land  grant  income 
and  $18,890  of  the  bond  sinking  fund  reserve. 


Aside  from  the  fact  that  pledged  revenues  were  insufficient,  three  other 
problems  exist.   First  of  all,  the  land  grant  income  of  $32,082  represented 
almost  all  of  the  unpledged  land  grant  income.   Although  the  land  grant  income 
is  a  reliable  source  of  money  to  the  college,  it  is  not  expected  to  increase 
substantially  and  is  in  itself  insufficient  to  meet  the  debt  payments.   Conse- 
quently, the  college  cannot  depend  solely  upon  the  land  grant  income  to  pay 
the  debt  requirements  which  are  scheduled  to  be  even  higher  in  several  years, 
due  to  the  staggered  maturity  dates  of  the  bonds. 

Secondly,  the  college  had  to  use  $18,890  of  the  sinking  fund  reserve  to 
meet  the  current  debt  payment.   This  is  an  adverse  trend  which  further  increased 
the  deficit  in  the  bond  reserves  which  are  required  to  be  maintained  under 
the  indenture.   The  following  table  depicts  the  status  of  the  various  reserves 
as  well  as  the  overall  reserve  deficit  at  June  30,  1974: 

Balance  of 


Series  A 

Series  B 

Series  C 

Series  D 

Repair  and  Replacement 
Reserve 

Total 


Actual 
Reserves 

$  12,559 

(3,144) 

(4,775) 

(10,091) 

121,880 
$116,429 


Reserves 
Required 

$  38,375 

14,958 

16,656 

30,115 

90,474 
$191,078 


Reserve  Deficit 
at  June  30,  1974 

$  26,316 

18,102 

21,431 

40,206 

(31,406) 
$  74,749 
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Accordingly,  the  college  cannot  use  the  1966  bond  reserves  as  a  source 
of  money  to  pay  the  current  debt  without  further  increasing  the  deficit  in 
the  reserve  balances  required  under  the  indenture.   The  college  could  meet 
this  1966  bond  deficit  by  using  the  present  $113,000  surplus  associated  with 
the  1967  bond  reserves.   However,  use  of  1967  reserve  surplus  is  nothing 
more  than  a  stop-gap  measure  which  is  one-time  in  nature  and  which  could 
eventually  have  an  adverse  effect  upon  the  financial  stability  of  the  1967 
bond  issue. 

Finally,  the  revenues  presently  pledged  are  inadequate  largely  because 
the  source  of  these  revenues  is  declining.   The  number  of  students  at  the 
college  has  declined  substantially  from  1,022  in  1966-67  to  721  in  1973-74. 
This  trend  is  expected  to  continue.   In  this  regard,  it  is  projected  by  the 
Montana  Commission  on  Post-Secondary  Education  that  student  enrollment  at 
the  college  could  decline  to  386  students  by  1981-82.   Consequently,  the 
pledged  revenues  will  also  decline  since  they  are  dependent  upon  student  fees 
and  the  operation  of  the  dining  and  residence  facilities. 

In  summary,  the  1966  bond  issue  is  in  financial  jeopardy  and  future  payments 
will  require  increasingly  greater  demands  upon  the  general  operating  money  of 
the  college. 

1967  Bond  Issue 

The  1967  bond  issue  is  in  much  better  financial  condition  than  the  1966 
issue.  This  is  because  (1)  the  total  debt  and  debt  service  requirements  are 
smaller,  (2)  the  payment  ability  is  not  as  directly  dependent  upon  student 
enrollment,  and  (3)  because  one-half  of  the  land  grant  income  is  pledged  toward 
retirement  of  the  debt. 

In  the  first  instance,  the  1967  bond  debt  was  originally  $636,000  payable 
over  a  30-year  period,  as  compared  to  the  1966  issue  of  $1,676,000  payable 
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over  a  40-year  period.   Furthermore,  the  annual  principal  payments  run  about 
$34,000  as  compared  to  as  much  as  $65,000  per  year  for  the  1966  issue. 

Secondly,  the  revenues  pledged  in  conjunction  with  the  1967  issue  include 
an  activity  fee  assessed  students  as  well  as  the  revenue  derived  from  the 
operation  of  the  physical  education  facility.   While  the  revenue  from  the 
operation  of  the  facility  would  be  affected  by  reductions  in  student  enroll- 
ment, such  effect  is  not  crucial  since  one-half  of  the  land  grant  income  is 
also  pledged.   In  this  instance,  the  land  grant  income  itself  is  almost 
sufficient  to  meet  the  annual  principal  payment  on  the  issue  and  most  likely 
will  continue  to  be  as  sufficient  in  the  future. 

This  does  not  mean  that  the  land  grant  income  alone  is  sufficient  to 
meet  the  1967  bond  debt,  since  the  interest  costs  must  also  be  paid.   Conse- 
quently, revenue  generated  by  student  enrollment  and  use  of  the  facility  is 


necessary  or  general  operation  money  will  have  to  be  used  by  the  college  to 
defray  debt  service  expenses. 

Section  75-8503(2),  R.C.M.  1947,  requires  that  the  facilities  operate 
at  a  level  which  "...  will  ensure  a  reasonable  net  income  over  operating 
expenses  and  will  provide  for  debt  service  and  reserves."  This  is  obviously 
not  being  done  with  respect  to  either  bond  issue  since  a  substantial  amount  of 
the  debt  requirements  are  defrayed  by  the  land  grant  income  rather  than 
operating  revenue  from  the  facilities. 

Any  attempt  to  increase  the  operating  revenue  would  most  likely  necessitate 
an  increase  in  the  user  fees  charged  students.   The  declining  enrollment 
means  that  there  are  fewer  students  to  pay  the  costs,  hence,  each  student 
would  have  to  pay  a  larger  amount.   However,  raising  the  fees  charged  students 
would  probably  result  in  a  further  reduction  in  the  student  enrollment,  which 
in  turn  would  decrease  revenue. 
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However,  the  fact  remains,  neither  bond  issue  is  currently  paying  its 
own  way,  and  the  1966  issue  is  in  financial  jeopardy.  To  meet  these  problems, 
the  college  should  (1)  evaluate  the  present  level  of  the  fees  pledged  and 
determine  whether  increases  are  appropriate  in  comparison  to  actual  costs 
and  similar  fees  charged  by  the  other  units  of  the  university  system,  and 
(2)  consult  with  the  Commissioner  of  Higher  Education  and  the  Board  of  Regents 
to  identify  the  alternate  avenues  available  to  alleviate  the  situation. 

RECOMMENDATION 

Vie  recommend  that  the  college: 

1.  Evaluate  the  fees  presently  pledged  in  payment  of 
outstanding  bond  issues. 

2.  Consult  with  the  Commissioner  of  Higher  Education  and 
the  Board  of  Regents  to  identify  the  alternative  avenues 
to  meet  the  financial  commitments  associated  with  the 
bond  issue. 
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Annual  Audits 

The  indentures  underlying  both  1966  and  1967  bond  issues  require  annual 
audits.   The  1967  issue  has  been  audited  each  year  by  a  public  accounting  firm. 
However,  the  1966  issue  has  not  been  audited  since  its  inception. 

The  1966  bond  indenture  requires  the  Board  of  Regents  to  furnish  an  audit 
report  to  the  trustee  and  bondholder  within  90  days  of  the  close  of  each  fiscal 
year.   The  audit  can  be  done  either  by  an  independent  public  accountant  or  a 
state  auditing  official.   These  audits  have  not  been  done. 

College  personnel  advised  us  that  although  the  bondholders  have  requested 
copies  of  the  audits  as  stipulated  in  the  indenture,  college  personnel  deferred 
the  requests  by  advising  them  that  they  were  waiting  to  be  audited.   However, 
since  1966  neither  the  college  nor  the  board  contracted  for  the  audits  nor 
were  such  bond  audits  requested  of  the  Office  of  Legislative  Auditor. 

We  believe  the  bond  accounts  should  be  audited  on  an  annual  basis  in 
compliance  with  the  bond  indenture.   The  audits  are  required  by  the  indenture 
and  are  a  necessary  tool  for  the  bondholder  as  well  as  the  board  and  other 
state  agencies. 

RECOMMENDATION 

We  recommend  that  the  college  contract  with  an  independent  public 

accountant  to  audit  the  1966  bond    accounts  in  accordance  with 

the  bond  indenture. 

FINAL  COMMENTS 

We  have  reviewed  the  comments  and  recommendations  contained  in  this  report 
with  the  president  of  Western  Montana  College  and  the  Commissioner  of  Higher 
Education.   The  portion  of  the  report  dealing  with  the  Statewide  Budgeting 
and  Accounting  System  was  also  discussed  with  the  director  of  the  Department 
of  Administration. 
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The  full  text  of  the  college  and  Department  of  Administration  replies 
are  included  as  the  last  section  of  this  report.   No  reply  was  received  from 
the  Commissioner  of  Higher  Education.   In  those  instances  where  the  officials 
raised  issues  warranting  clarification,  we  have  inserted  appropriate  comments, 

The  cooperation  and  assistance  provided  by  the  foregoing  officials  and 
their  staff  are  appreciated. 

Respectfully  submitted, 


Morris  L.  Brusett 
Legislative  Auditor 


November  7,  1974 
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FINANCIAL  STATEMENTS 


WESTERN  MONTANA  COLLEGE 


BALANCE  SHEET 


June  30,  1973 


EXHIBIT  A 


ASSETS 


LIABILITIES 


EDUCATIONAL  AND  GENERAL  FUNDS 


State  Appropriation 
Cash  On  Hand  &  Deposit 
TOTAL 


Cash  on  Hand  &  Deposit 


339.43 
1,804.66 


Other  Reserves 


Cash  on  Hand  &  Deposit   $ 


$    2,144.09  TOTAL 

AUXILIARY  ENTERPRISES 
$  110,759.93      Other  Reserves 
STUDENT  AID 

Other  Reserves 


Cash  on  Hand  &  Deposit 
Loans  Receivable 

TOTAL 


$ 


10,207.00 

STUDENT  LOAN  FUND 

44,773.00 
488,975.00 


$  533,748.00 

PLANT  FUNDS 


Maint  &  Equipment  Funds  $   90,474.00 
Debt  Retirement  Funds       220,343.60 


TOTAL  FUND  $   310,817.60 

Inventory,  Physical  Plant 
Fixed  Assets: 

Land  &  Bldgs.     $4,853,588 
Equipment  1,051,056 

TOTAL   $6,215,432.37 


AGENCY  FUNDS 


Loanable  Principal 


Cash  on  Hand  &  Deposit   $   22,396.99 


Other  Reserves 


Investment  in  Plant 
Bonds  Payable 
Net  Investment 

TOTAL 


Other  Reserves 


2,144.09 


2,144.09 


$  110,759.93 


10,207.00 


$  533,748.00 
$  533,748.00 


$     310,817.60 
$     310,817.60 


$1,875,000.00 

4,029,614.77 

$6,215,432.37 


22,396.99 
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EXHIBIT  B 


WESTERN  MONTANA  COLLEGE 


EDUCATIONAL  AND  GENERAL  FUNDS 


SUMMARY  OF  OPERATIONS 


FISCAL  YEAR  1972-73 


Schedule  A 

CURRENT  INCOME 

State  Funds 

General  Funds 
Millage  Fund 

Total  Statel  Funds 

Student  Fees  and  Collections 

Student  Fees 
Miscellaneous  Collections 

Total  Fees  and  Collections 

Federal  Government 

Private  Gifts  and  Grants 

TOTAL  CURRENT  INCOME 

FUNDS  FROM  PRIOR  PERIODS 

Carryover 

Less  Reversions 

Plus  Encumbrance  Addition 

TOTAL  FUNDS  AVAILABLE 

CURRENT  EXPENDITURES 

UNENCUMBERED  BALANCE  FORWARD 


$218,281,89 
13,599.82 


$  46,922,51 

576.12 

37.87 


$  713,640.00 

290,000.00 

$1,003,640.00 


231,881,71 

125,640,05 

2,700,00 


$1,363,861.76 


46,384.26 
$1,410,246.02 
$1,408,101.93 
$    2,144.90 
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EXHIBIT  C 


WESTERN  MONTANA  COLLEGE 


EDUCATIONAL  AND  GENERAL  FUNDS 


DETAIL  OF  STUDENT  FEES  AND  COLLECTIONS 


FISCAL  YEAR  1972-73 


Schedule  A-l 

I   Student  Fees 

Regular  Academic  Year 

Registration 

Incidental 

Non-Resident 


$  30,529.00 

138,953.06 

22,874.67 


Total  Fees,  Reg.  Academic  Year 
Summer  Session 


Registration 

Incidental  

Total  Fees,  Summer  Session 

II  Miscellaneous  Collections 

Extension 

Admission 

Late  Registration 

Library  Fines 

Parking  Fines 

Veterans  Filing 

Miscellaneous 

Total  Misc.  Collections 

TOTAL  COLLECTIONS 

III  Waivers 

Registration 

Incidental 

Non-Resident 

TOTAL 


5,206,00 
20,719.16 


$192,356.73 


25,925.16 


5,688.00 

3,190.00 

314.00 

390.00 

70.00 

246,00 

3,701.72 

13,599.82 

$231,881.71 

Number 

Equivalent  Cost 

179.5 

$   2,692.50 

179.5 

13,462,50 

66.0 

17,160.00 

$  33,315.00 
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EXHlblT  t 


WESTERN  MONTANA  COLLEGE 
STUDENT  AID 
FISCAL  YEAR  1972-73 
Schedule  D 
RECEIPTS : 


Federal  Government  $153,513.00 

Other  Receipts  56,390.00 

TOTAL  RECEIPTS  $209,903.00 

Carryover  6,841.00 

TOTAL  AVAILABLE  FUNDS  $216,744.00 


DISBURSEMENTS : 


Economic  Opportunity  Grants         $  46,625.00 
Work  Study  130,659.00 

Scholarships  &  Fellowships  29,253.00 


TOTAL  DISBURSEMENTS  206,537.00 


INSTITUTIONAL: 


Current  Income  $  1,254.84 

Carryover  19,862.97 

TOTAL  AVAILABLE  FUNDS  $  21,117.81 

DISBURSEMENTS  300 . 00 


NDEA: 


BALANCE  FORWARD  $  10,207.00 

LOAN  FUNDS 


BALANCE  FORWARD  $  20,817.81 

Loans  Outstanding  June  30,  1972     $    709.20 
New  Loans  300.00 

Less  Repayments  (500.00) 

LOANS  OUTSTANDING  JUNE  30,  1973  509.20 

TOTAL  INSTITUTIONAL  LOAN  FUNDS  $  21,327.01 


Current  Income  $132,991.00 

Carryover  13,540.00 

TOTAL  AVAILABLE  FUNDS  $146,531.00 

DISBURSEMENTS  122,576.00 

BALANCE  FORWARD  $  23,955.00 

Loans  Outstanding  June  30,  1972  $426,224.00 

New  Loans  119,006.00 

Repayments  &  Collections  (56,764.00) 

LOANS  OUTSTANDING  JUNE  30,  1973  $488,466.00 

TOTAL  NDEA  LOAN  FUND  $512,421.00 
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EXHIBIT  G 


WESTERN  MONTANA  COLLEGE 


PLANT  FUNDS 


FUNDS  AVAILABLE  AND  EXPENDITURES 
FISCAL  YEAR  1972-73 
Schedule  E 
RECEIPTS 


Student  Fees  $  24,524.22 

Interest  &  Income  62,234.82 

Investment  Earnings  14, 121. 61 

TOTAL  RECIEPTS  $100,880.65 

Carryover  327,186.95 

TOTAL  FUNDS  AVAILABLE                         $428,067.60 

DISBURSEMENTS 

Principal  Payments,  Bond  Issues     $  54,000.00 
Interest  Payments,  Bond  Issues        63,250.00 

TOTAL  DISBURSEMENTS  117,250.00 

BALANCE  FORWARD  $310,817.60 

Retirement  of  Indebtedness  Funds        $208,869.85 
Maintenance  &  Equipment  Reserves  90,474.00 

State  Treasury  Fund  11,473.75  $310,817.60 


OTHER  FUNDS 

AGENCY  FUNDS 

Schedule  F 

Receipts  $  73,921.54 

Carryover  33,454. 26 

TOTAL  FUNDS  AVAILABLE  .-            $107,375.80 

DISBURSEMENTS  84,978.81 

BALANCE  FORWARD  $  22,396.99 
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AGENCY  REPLIES 


WESTERN    MONTANA   UOLLECiE 

OF  THE 

MONTANA   UNIVERSITY  SYSTEM 

DILLON 


IFFICE  OF  THE  PRESIDENT 


October   25,    1974 


i  2  '      '4 


Mr.  Morris  L.  Brusett 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59601 

Dear  Mr.  Brusett: 

Enclosed  you  will  find  the  two  copies  of  your 
final  report  on  the  audit  of  Western  Montana  College 
for  the  fiscal  year  ended  June  30,  1973. 

Also  attached  is  our  response  in  the  manner  you 
suggested  in  your  letter  of  October  17,  1974. 


Sincerely, 


JESrvs 


James  E.  Short 
President 
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2  1  !  74 


RECOMMENDATION  -  Page  10 


We  recommend  that  the  college  consult  with  the  Department  of 
Administration  in  order  to  devise  an  accounting  system  for  the 
college  within  the  Statewide  Accounting  and  Budgeting  System. 

Response 

The  accounting  system  was  again  revised  to  a  certain  extent  on  July 
1,  1974  in  accordance  with  the  manual  of  the  Joint  Accounting  Group 
(JAG) .   Approximately  99%  of  all  educational  and  general  funds  now  are 
processed  through  SBAS  leaving  only  such  funds  as  auxiliary  and  agency 
funds  in  local  accounts.   There  have  been  many  discussions  on  the  above 
with  the  Department  of  Administration,  the  former  Executive  Secretary 
and  present  Commissioner  of  Higher  Education.   These  discussions  will 
continue. 

RECOMMENDATION  -  Page  12 

We  recommend  that  the  college  consult  with  the  state  Board  of 
Investments  to  establish  an  investment  program  for  the  college. 

At  our  meeting  with  the  representatives  of  the  Board  of  Investments 
in  1973,  we  were  advised  as  to  the  method  of  the  program  but  were 
informed  that  they  were  not  tooled  up  for  input  from  the  University 
System.   We  had  never  received  any  confirmation  from  them,  but  will 
contact  the  board  relative  to  establishing  investments  through  them. 

RECOMMENDATION  -  Page  13 

We  recommend  that  the  college  discontinue  the  practice  of  making 
temporary  loans  to  employees  from  cash  on  hand  and  deposit  all 
checks  as  soon  as  practicable. 

We  have  now  worked  out  a  travel  advance  plan  through  the  revolving 
funds. 

RECOMMENDATION  -  Page  14 

We  recommend  that  the  college  establish  accounts  receivable  records 
to  account  for  and  control  checks  returned  by  banks. 

The  report  does  not  indicate  that  the  57  checks  were  immediately  redeposited 

and  cleared  through  the  banks.   None  of  these  checks  have  been  held  by 

the  college.   In  the  event  that  we  have  any  returned  checks  which  do 

not  immediately  clear,  we  will  establish  proper  accounting  records. 

RECOMMENDATION  -  Page  15 

We  recommend  that  the  college  establish  procedures  to  insure 
that  the  college  deposits  in  local  bank  accounts  are  properly 
collateralized  as  required  by  Section  79-301,  R.C.M.  1947. 

Concur.   Will  be  done  immediately. 
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RECOMMENDATION  -  Page  16 

We  recommend  that  the  college  deposit  revenue  generated  from 
deferred  payment  services  charges  in  the  student  fee  account 
in  the  state  treasury. 

This  will  be  discussed  with  the  Commissioner  of  Higher  Education, 
particularly  in  the  interest  of  uniformity  in  the  system. 

RECOMMENDATION  -  Page  17 

We  recommend  that  the  college: 

1.  Discontinue  deferring  student  fee  collections  for 
periods  in  excess  of  Board  of  Regents  policy. 

2.  Refer  students  who  are  unable  to  make  deferred 
payments  to  the  financial  aids  office. 

The  audit  report  does  not  mention  that  these  uncollected  fees  go  back 
to  1970.   Of  the  $5,571  mentioned,  only  $27.50  are  actually  uncollected 
student  fees,  the  balance  is  in  other  charges  such  as  room  and  board. 
We  are  using  several  methods  to  enforce  collection  and  a  good  portion  of 
this  money  has  been  repaid  as  of  this  date. 

There  are  a  number  of  problems  which  have  not  been  considered  in  the 
report.   We  have  several  students  who  have  deferred  fees,  have  stayed 
in  school  past  the  refund  date  of  three  weeks  and  then  have  dropped 
school  or  have  simply  vanished.   This  highly  complicates  the  collection 
process.   For  the  period  above,  the  uncollected  rate  is  approximately 
2/10  of  1  percent,  which  we  feel  is  excellent. 

Students  who  remain  in  school  and  have  difficulty  with  payments  will 
be  referred  to  the  office  of  financial  aids  but  it  also  must  be 
acknowledged  that  there  will  be  some  students  in  the  most  difficult 
straits  from  the  so-called  "middle-income"  bracket  who  will  be  unable 
to  qualify  for  assistance  from  this  source.   For  these  students,  other 
arrangements  must  be  worked  out. 


AUDITOR'S  COMMENTS 

The  Board  of  Regents'  policy  governing  the  deferment  of 
student  fees  pertains  to  all  fees  customarily  collected  from 
students  at  registration,  including  other  charges  such  as 
room  and  board. 


Accounts  Receivable  -  Page  17 

Although  no  recommendations  were  made  on  this  item,  we  believe  the 
intent  was  to  have  control  accounts  established  and  documented  on  our 
financial  records.   The  former  had  been  done  and  the  latter  will  be 
done. 
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We  disagree  with  the  second  paragraph  in  that  control  sheets  have 

been  maintained  and  can  be  checked  against  the  individual  cards.   These 

control  sheets  were  shown  to  the  auditors. 


RECOMMENDATION  -  Page  22 

We  recommend  that  the  college  revise  its  accounting  and  reporting 
practices  in  accordance  with  guidelines  prescribed  by  the  College 
and  University  Business  Administration  manual  and  the  AICPA  guide 
for  Audits  of  Colleges  and  Universities. 

In  general  we  concur,  however  the  accounting  system  now  has  been  revised 
to  a  certain  extent  to  follow  the  new  manual  of  the  Joint  Accounting 
Group  (JAG)  which  was  published  in  March,  1974. 

RECOMMENDATION  -  Page  23 

We  recommend  that  the  college  institute  the  procedures  necessary 
to  establish  accountability  over  the  activities  of  the  bookstore 
to  safeguard  the  assets. 

"Bookstore"  in  itself  is  a  misnomer.   Western  operates  under  the  text- 
book rental  system  which  is  entirely  under  the  control  and  direction 
of  the  college.   The  bookstore  indicated  in  the  report  is  completely 
a  student  function  which  was  established  by  the  Associated  Student 
Central  Board.   The  manager  is  hired  and  is  responsible  directly  to 
the  Central  Board.   The  only  items  handled  are  miscellaneous  and  novelty 
items  such  as  T-shirts,  candy,  pennants,  some  art  supplies,  greeting 
cards  and  a  few  paperback  books.   The  students  order  their  own  supplies 
independent  of  the  college  and  the  Central  Board  has  underwritten  the 
store  in  that  student  fees  for  activities  will  be  used  entirely  to  take 
care  of  any  losses  and  profits  would  also  go  to  the  students.   We  feel 
our  accountability  for  this  store  would  be  no  different  than  our 
accountability  for  dances,  movies  or  any  other  functions  directly 
under  student  supervision. 

AUDITOR'S  COMMENTS 

The  college  has  nearly  total  fiscal  responsibility  for 
the  bookstore  operations.   The  college  does  all  of  the  account- 
ing, maintains  custody  of  the  money,  and  pays  all  the  bills, 
including  the  payroll  for  the  bookstore.   For  these  reasons 
alone,  we  believe  the  college  should  insist  that  procedures 
are  instituted  to  insure  proper  accountability  over  the  book- 
store operations. 
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RECOMMENDATION  -  Page  24 

We  recommend  that  the  college  establish  a  routine  to  reconcile 
its  accounting  records  with  those  maintained  by  SBAS. 

This  has  been  done. 

RECOMMENDATION  -  Page  25 

We  recommend  that  the  college  utilize  the  accrual  system  for 
all  accounting  transactions. 

This  will  be  done. 

RECOMMENDATION  -  Page  30 

We  recommend  that  the  college  consult  with  the  Department  of 
Administration  and  State  Auditor  to  incorporate  the  college 
payroll  within  the  contral  payroll  system. 

This  recommendation  has  been  discussed  in  the  past  and  will  be  again 
discussed  with  the  Commissioner  of  Higher  Education. 


RECOMMENDATION  -  Page  31 

We  recommend  that  the  college  require  written  authorization  for 
all  payroll  Initiations,  changes  and  terminations. 

We  concur. 

RECOMMENDATION  -  Page  32 

We  recommend  that  the  college; 

1.  Prepare  written  contracts  for  faculty  members  conducting 
extension  courses. 

2.  Retain  the  appropriate  payroll  withholding  and  deductions 
on  the  salaries  paid  faculty  members  for  extension  courses, 

There  have  been  no  extension  courses  since  the  audit  period  ending  June 
30,  1973  and  none  are  anticipated  in  the  near  future.   We  will  follow 
the  recommendations  if  these  courses  are  resumed. 

RECOMMENDATION  -  Page  32 

We  recommend  that  the  college  require  that  changes  in  student  pay 
be  documented  and  approved  in  writing. 

This  is  now  being  done. 
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RECOMMENDATION  -  Page  34 

We  recommend  that  the  college  allocate  employer  insurance  premium 
costs  to  the  benefiting  programs  and  pay  the  premium  associated 
with  auxiliary  enterprises  from  the  proceeds  of  auxiliary  enterprise 
operations. 

This  is  now  being  done. 

RECOMMENDATION  -  Page  37 

We  recommend  that  the  college: 

1.  Comply  with  the  provisions  of  law  and  regulation  governing 
the  administration  of  leave  until  such  time  as  the  Board 
of  Regents  formulates  a  new  policy. 

2.  Establish  a  reconciliation  process  to  assure  proper 
posting  of  leave  credits  earned  and  leave  taken. 

We  are  working  on  the  compliance  with  the  above  recommendation.   The 
reconciliation  process  has  been  established. 

RECOMMENDATION  -  Page  40 

We  recommend  the  college: 


1.  Implement  a  system  of  property  control  and  accountability 
which  will: 

a-   Comply  with  the  requirements  of  Management  Memo 
70-17. 

b.  Provide  for  placement  of  an  identification  number 
decal  on  all  equipment. 

c.  Place  custodial  responsibility  through  identification 
of  equipment  locations. 

2.  Adjust  the  accounting  records  to  reflect  only  that  equipment 
which  actually  exists  in  the  custody  of  the  college. 

As  could  be  seen  during  the  audit,  the  college  is  operating  with  a 
minimum  of  staff.   Just  before  Management  Memo  70-17  was  produced,  in 
a  discussion  with  the  Department  of  Administration  we  announced  our 
intentions  to  try  to  perform  a  complete  inventory  during  the  summer 
as  we  had  then  a  surplus  of  work-study  money  and  could  make  this  an 
excellent  summer  project.   We  were  advised  at  that  time  that  we  were 
to  wait  for  instructions.   Management  Memo  70-17  states  "Comprehensive 
instructions  for  property  management  are  in  the  process  of  being 
prepared."  We  waited  for  a  certain  period  for  these  additional  instruc- 
tions as  there  are  a  number  of  "gray"  areas  in  capital  items.   Since 
that  time,  we  have  had  neither  personnel  nor  funds  to  properly  make 
an  inventory.   It  is  hoped  that  this  can  be  accomplished  in  the  near 
future. 
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RECOMMENDATION  -  Page  43 

We  recommend  that  the  college  transfer  the  administration  of 
the  college  short-term  loan  fund  to  the  financial  aids  office. 

Administrative  re-assignment  will  be  made. 

RECOMMENDATION  -  Page  44 

We  recommend  that  the  college: 

1.  Show  loan  funds  on  deposit  with  the  United  Student 
Aid  Fund,  Inc.,  in  the  college  financial  statements. 

2.  Evaluate  the  merits  of  participation  in  the  United 
Student  Aid  Fund  loan  program  and  seek  refund  of 
deposits  to  the  extend  appropriate. 

This  assignment  has  been  delegated  and  when  determination  is  completed, 
the  status  will  be  reflected  in  the  records. 


RECOMMENDATION  -  Page  46 

We  recommend  that  the  food  service  contract  be  amended  to  delete 
the  provision  for  board  scholarships. 

These  recommendations  are  under  study  and  will  be  considered  with  the 
beginning  of  the  next  contract  year. 

RECOMMENDATION  -  Page  50 

We  recommend  that  the  college: 

1.  Evaluate  the  fees  presently  pledged  in  payment  of  out- 
standing bond  issues. 

2.  Consult  with  the  Commissioner  of  Higher  Education  and 
the  Board  of  Regents  to  identify  the  alternative  avenues 
to  meet  the  financial  commitments  associated  with  the 
bond  issue. 

These  will  be  considered. 

RECOMMENDATION  -  Page  51 

We  recommend  that  the  college  contract  with  an  independent  public 
accountant  to  audit  the  1966  bonds  accounts  in  accordance  with  the 
bond  indenture. 

In  accordance  with  the  recommendation  the  bond  issues  are  now  in  the 
process  of  audit  by  a  local  C.P.A.  firm. 
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THOMAS  L.  JUDGE,  Governor 
DOYLE  B.  SAXBY,  Director 
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Dear  Morris: 


Re:  University  System  Accounting 


In  response  to  your  letter  of  October  25,  1974,  I  have  briefly 
outlined  the  Department  of  Administration's  current  thinking  as  to  the 
University  System  using  the  Statewide  Budgeting  and  Accounting  System. 

Montana  now  is  recognized  as  having  one  of  the  best  State 
accounting  systems  in  the  nation.  Unfortunately,  the  University  System  is 
not  using  the  system  to  its  fullest  extent.  As  a  result,  Montana's  Annual 
Financial  Report,  prepared  by  the  Department  of  Administration,  does  not 
include  about  half  of  the  University  System's  financial  activity.  There- 
fore, Legislators,  taxpayers,  and  students  of  government  never  get  a  true 
perceptive  of  the  cost  of  higher  education  in  Montana  when  reviewing  the 
State's  Annual  Financial  Report.  This  is  unfortunate! 

The  State's  accounting  system  contains  about  half  of  the  University 
System's  expenditures.  Only  appropriated  funds  that  are  processed  through 
the  State  Treasurer  are  included.  "Local  Funds"  which  are  generated  on 
campus  from  such  sources  as  auxilliary  enterprises,  interest  income,  and 
cost  reimbursements,  are  not  included. 

The  Department  of  Administration  recognizes  the  dual  needs  of  the 
University  System.  They  must  report  their  financial  transactions  in  com- 
pliance with  State  statutory  laws  and  in  accordance  with  the  standards  set 
forth  by  the  American  Council  on  Education,,   Unnecessary  duplication  of 
records  can  be  avoided  by  integrating  the  requirements  of  the  two  systems 
within  the  Statewide  Budgeting  and  Accounting  System.   In  this  way,  the 
original  data  need  be  handled  only  once.  If  the  information  is  correctly 
coded  in  the  first  instance,  many  of  the  reporting  requirements  of  the  two 
systems  can  be  automatically  produced  from  the  master  file  as  needed  with- 
out having  to  maintain  duplicate  records.   In  addition,  there  is  less  like- 
lihood of  errors  and  variances  in  reports  if  all  the  data  comes  from  a 
common  data  base. 
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Mr.  Morris  L.  Brusett 

Page  2 

October  31,  1974 


Some  people  have  suggested  creating  a  new  statutory  fund  structure 
to  handle  the  University  System  appropriations  and  expenses.  This  would  be 
a  serious  mistake.  Presently,  all  State  agencies  are  required  to  submit 
their  budget  requests  and  expenditure  claims  in  a  uniform  manner  using  the 
statutory  fund  structure.  Legislators,  State  Officials  and  the  general 
public  understand  the  present  system.   If  the  University  System  were  to  use 
a  different  system,  financial  data  from  the  two  systems  would  have  to  be 
merged  before  consolidated  financial  reports  could  be  prepared  for  the 
State.   In  addition,  the  budget  process  would  be  more  complicated  and  con- 
fusing if  two  fund  structures  were  in  use. 

The  American  Council  on  Education's  1968  publication  entitled 
College  and  University  Business  Administration  (CUBA)  has  been  recognized 
as  the  authority  for  collegiate  accounting.  The  American  Institute  of 
Certified  Public  Accountants  published  an  audit  guide  entitled  Audits  of 
Colleges  and  Universities  in  1973,  that  generally  endorsed  the  CUBA  publi- 
cation, with  some  reservations.  More  recently,  both  CUBA  and  the  audit 
guide  have  come  under  some  criticism. 

An  article  entitled  Collegiate  Accounting  Needs  Re-Evaluation,  in 
the  December  1973  The  Journal  of  Accountancy,  contains  the  following 
quotation: 

"If  collegiate  administrators  are  to  disseminate 
accounting  data,  I  believe  that  the  data  should 
be  presented  in  an  understandable  fashion.  This 
is  not  the  case.  The  grand  design  for  collegiate 
accounting  simply  has  not  kept  pace  with  changing 
times." 

Another  criticism  of  CUBA  and  the  audit  guide,  is  that  they  do  not 
adequately  recognize  the  unique  requirements  of  publicly-supported  insti- 
tutions of  higher  education  that  must  adhere  to  State  laws  and  are  account- 
able to  the  Legislature  and  the  public. 

The  Statewide  Budgeting  and  Accounting  System  is  designed  around 
the  statutory  treasury  fund  structure  (Section  79-410,  R.C.M.  1947).   It  is 
a  comprehensive  system  and  flexible  enough  to  accommodate  most  of  the 
University  System's  needs  with  slight  modification.  New  sub-systems  can 
be  designed  to  meet  specific  University  System  requirements,  if  required.   In 
some  cases,  it  may  be  better  to  address  special  problems  at  the  local  level. 

It  is  generally  recognized  that  the  accounting  procedures  now  being 
used  by  the  various  units  of  the  University  System  are  not  uniform.   If  the 
University  System  adopted  the  Statewide  Budgeting  and  Accounting  System, 
uniform  procedures  could  be  installed  and  still  accommodate  the  specific 
requirements  of  the  various  units.   If  the  State  system  is  not  used,  much 
time  and  expense  must  be  incurred  to  design  and  implement  a  new  uniform 
accounting  system  for  the  University  System. 
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Mr.  Morris  L.  Brusett 

Page  3 

October  31,  1974 


The  Statewide  Budgeting  and  Accounting  System  has  never  been  given 
a  chance  to  prove  whether  or  not  it  can  work  for  the  University  System.  In 
May  1973,  and  again  in  April  1974,  the  Department  of  Administration  recom- 
mended, without  success,  that  a  pilot  program  be  established  in  one  of  the 
smaller  units  of  the  University  System.  We  still  believe  our  initial  efforts 
should  be  directed  towards  a  pilot  program  in  one  of  the  smaller  units.  After 
any  technical  problems  have  been  resolved,  further  efforts  should  be  devoted 
to  the  more  complicated  requirements  of  the  larger  units.   In  this  manner, 
immediate  help  can  be  provided  to  the  smaller  units  that  do  not  now  have  a 
sophisticated,  automated,  in-house  system.  The  larger  units  can  be  phased 
in  more  slowly  and  in  an  orderly  manner  without  causing  havoc  to  either  the 
State  system  or  the  University  System.   Incidently,  the  Montana  Society  of 
Certified  Public  Accountants  concurred  with  this  suggestion  in  their  May  24, 
1974,  letter  to  the  Commission  on  Post-Secondary  Education. 

Sincerely, 


Doyle  *.   Saxby 
Director 


DBS: be 
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